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I INTRODUCTION AND EXECUTIVE SUMMARY

With implementation of its ongoing and planned reforms, PG&E' will emerge from
Chapter 11 as a transformed company, with an enhanced focus on safety and customer welfare.
PG&E’s Plan of Reorganization (“Plan” or “PG&E’s Plan”)? is an important element of that
transformation. PG&E’s Plan puts the company back on solid financial footing, with sufficient
resources to invest in wildfire mitigation and capital improvements, and to provide safe, reliable,
clean and affordable energy to its customers. The Plan also pays Fire Victim Claims, Public
Entities Wildfire Claims, and Subrogation Wildfire Claims,* providing for $25.5 billion to satisfy
those claims in the amounts agreed upon in settlements, including a restructuring support
agreement (“RSA”) with the Tort Claimants Committee and professionals representing over 70%
of the holders of Fire Victim Claims.

As shown by the record, PG&E’s Plan satisfies the tests of Assembly Bill (“AB”) 1054,
and it merits Commission approval. The Plan is supported by all the major creditor

constituencies, and it is feasible and on track for confirmation prior to the June 30, 2020 deadline

! As used herein, “PG&E” refers to both Pacific Gas and Electric Company (the “Utility”), and PG&E
Corporation.

? References to “Plan” or “PG&E’s Plan” are to PG&E’s current March 9, 2020 Chapter 11 Plan of
Reorganization, but for consistency with testimony, pin citations are to PG&E’s previously-filed January
31, 2020 Chapter 11 Plan of Reorganization except where otherwise noted.

At the time of the evidentiary hearing, PG&E’s Plan was the Debtors’ and Shareholder Proponents’ Joint
Chapter 11 Plan of Reorganization dated January 31, 2020, U.S. Bankruptcy Court for the Northern
District of California, Case No. 19-30088, ECF 5280 (the “1/31 Plan”). That Plan was filed and served in
this OII on February 3, 2020, attached to PG&E’s Notice of Amended Proposed Plan of Reorganization.
Subsequently, PG&E filed the Debtors’ and Shareholder Proponents’ Joint Chapter 11 Plan of
Reorganization dated March 9, 2020 (the “3/9 Plan”). A copy of the 3/9 Plan was filed and served in this
OII on March 11, 2020, along with a Notice of Amended Plan clarifying that the March 9, 2020 Plan
revisions are not substantial and do not have a material impact on the testimony that has been presented
herein. Paragraph numbering in the March 9, 2020 Plan remained largely consistent with the prior PG&E
Plan except for part of the Definitions section (where the numbering of certain paragraphs in Article I,
Part 1 (“Definitions”) increased).

3 Unless otherwise specified, capitalized terms herein have the meanings given to them in PG&E’s Plan.
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of AB 1054. PG&E will emerge from Chapter 11 under the Plan with a governance structure
that, as required by AB 1054, is “acceptable in light of the electrical corporation’s!*! safety
history, criminal probation, recent financial condition, and other factors” that the Commission
may deem relevant.” As demonstrated in PG&E’s testimony, PG&E has undertaken and is
vigorously pursuing significant initiatives to enhance its safety systems and culture. Those
initiatives include:

o Enhanced roles of the Chief Risk Officer (“CRO”) and Chief Safety Officer

(“CSO7);

o Additional safety oversight by an Independent Safety Oversight Committee
(“ISOC”), led by an Independent Safety Advisor (“ISA”);

o Enhanced Enterprise and Operational Risk Management Program;

o Improved asset management, data collection, and record keeping;

o Improved system reliability, including lessening the impacts of Public Safety

Power Shutoff (“PSPS”) events on the customers and communities PG&E serves;

o Developing clearly defined safety and operational metrics and a corrective action
process; and

o Enhanced vegetation management, safety inspections, and system hardening.

PG&E’s safety efforts are reinforced by its new executive compensation system, which is
structured to further prioritize safety. A majority of executive compensation will be at risk,
requiring achievement of objective performance metrics. Those metrics are heavily weighted
toward customer and workforce welfare, and within that category, primarily wildfire safety and

other public and employee safety metrics.

* “Electrical corporation” as defined in AB 1054 and the Public Utilities Code means the Utility. See Pub.
Util. Code §§ 218, 3280(e). Unless otherwise noted, all statutory references are to the Public Utilities
Code.

5 1d. § 3292(b)(1)(C).



PG&E’s safety-oriented governance initiatives also include enhancements at the Board
level, including:

J Refined skills matrix for qualifications of Board members, including extensive
safety qualifications;

. Substantially new Board members upon emergence, including substantial
presence of California residents;

o Expanded responsibility of the Safety and Nuclear Oversight (“SNO”)
Committees regarding wildfire mitigation and PSPS events; and

o Increased Board oversight of risk management and PSPS events.

PG&E’s testimony also established that its governance includes robust efforts and
appropriate structures in support of its probation compliance.

While PG&E’s efforts in the foregoing areas are sufficient to demonstrate that its Plan
meets AB 1054’s requirements, PG&E’s governance can be further improved. As discussed in
more detail below, PG&E supports, with some modifications, each of the ten proposals set forth
in the Assigned Commissioner’s Ruling® to enhance PG&E’s governance and operations.

The Plan positions PG&E as financially healthy upon emergence with the ability to make
necessary wildfire mitigation and capital investments. As the record shows, PG&E will be able
to access the capital markets post-emergence, and will be able to achieve an investment grade
credit rating on its secured borrowings, as contemplated under the Plan.

At the same time, PG&E’s Plan satisfies the AB 1054 requirements that it be “neutral, on
average, to the ratepayers” and that it “recognize the contributions of ratepayers, if any, and
compensate them accordingly.” There are no net increases in rates attributable to PG&E’s Plan

(or the associated bankruptcy process). To the contrary, the Plan includes $1.4 billion in interest

® Assigned Commissioner’s Ruling and Proposals (Feb. 18, 2020) (“ACR”).
" Pub. Util. Code § 3292(b)(1)(D)(ii) & (E).



cost savings (at least approximately $700 million in present value terms), by refinancing higher
cost prepetition bonds at lower rates. These savings will be passed on to customers through a
reduction in PG&E’s authorized cost of debt, to be implemented as of the Effective Date of the
Plan.

The Utility also has pledged to develop in the coming months a regional restructuring
plan, with the goal of enhancing customer welfare by bringing various utility functions closer to
its customers.

Finally, the testimony establishes that PG&E has been a major contributor to California’s
clean energy and climate efforts. The Plan is designed to allow PG&E to continue to provide
leadership in those areas, and further provides for assumption of all renewable energy power
purchase agreements. Accordingly, the Plan is consistent with the state’s climate goals, as
mandated by AB 1054.%

For all of these reasons, and based on the substantial evidentiary record set forth in this
proceeding and described below, PG&E respectfully requests that the Commission approve
PG&E’s Plan.

A. Requested Relief

PG&E submits that, as part of the Commission’s decision approving PG&E’s Plan, the
Commission should make the following determinations, which are prerequisites to PG&E’s
participation in the statewide fund established by AB 1054 to support payment of wildfire
liabilities (the “Wildfire Fund’”):

o PG&E’s Plan and other documents resolving the insolvency proceeding

“including the electrical corporation’s resulting governance structure,” are
approved as “acceptable in light of the electrical corporation’s safety history,

8 Pub. Util. Code § 3292(b)(1)(D)(i).

® The “Wildfire Fund” is identified as the “Go-Forward Wildfire Fund” in PG&E’s Plan of
Reorganization.



criminal probation, recent financial condition, and other factors deemed relevant
by the [Commission].”!

o PG&E’s Plan and other documents resolving the insolvency proceeding are
“consistent with the state’s climate goals as required pursuant to the California
Renewables Portfolio Standard Program and related procurement requirements of
the state.”!!

. PG&E’s Plan and other documents resolving the insolvency proceeding are
“neutral, on average to the ratepayers of the electrical corporation.”!?

o PG&E’s Plan and other documents resolving the insolvency proceeding
“recognize the contributions of ratepayers, if any, and compensate them
accordingly through mechanisms approved by the [Commission].”!3

In addition, consistent with the Legislature’s intent, and in support of PG&E’s ability to

obtain a safety certification, the Commission’s decision should find that:

o PG&E “has established an executive incentive compensation structure [approved
by the division and] structured to promote safety as a priority and to ensure public
safety and utility financial stability with performance metrics, including incentive
compensation based on meeting performance metrics that are measurable and
enforceable, for all executive officers.”'*

o PG&E “has established a compensation structure for any new or amended
contracts for executive officers, as defined in Section 451.1, that is based on the

[principles enumerated in Section 8389(e)(6)].”!°

The Commission should also reaffirm that PG&E’s Plan is exempted from review under
Section 854.1°
PG&E further requests that the Commission decision include approvals for the financings

contemplated under the Plan, including in particular:

07d. § 3292(b)(1)(C).

" 1d. § 3292(b)(1)(D).

2 1d.

B 1d. § 3292(b)(1)(E).

" 1d. § 8389(e)(4).

15 Id. § 8389(e)(6).

' Administrative Law Judge’s Ruling on Section 854 at 1, 5-6 (Nov. 17, 2019).
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o Authorizations pursuant to Sections 818 and 823 to issue the Utility long-term and
short-term debt instruments and enhancements contemplated for PG&E’s Plan
funding and to meet the Utility’s working capital and short-term debt needs for
and after exit from Chapter 11;

. Authorization pursuant to Section 851 to encumber utility property in connection
with the same; and

o Confirmation that no advance approval from the Commission is required for
PG&E Corporation debt that is secured by a pledge of Utility stock (or, in the
alternative, any authorizations the Commission deems necessary in connection
with such a transaction).

o Confirmation of adjustments to the calculation of PG&E’s capital structure (so
that the calculations correspond to the mix of debt and equity capital used to fund
rate base) and finding that subject to those adjustments, PG&E’s capital structure
complies with the authorized capital structure.

B. Assigned Commissioner Ruling and Proposals

The February 18, 2020 ACR includes various proposals on which the parties are asked to
comment. PG&E discusses those proposals in the parts of this brief that address the
corresponding subject matters. The following is an overview of PG&E’s positions on those
proposals and a citation to the location where each proposal is discussed in more detail.

ACR § 1 — Executive Level Risk and Safety Officers. (See Part I[V.B.2.a.) PG&E
supports the enhanced reporting and appointment provisions of the ACR, subject to a few
qualifications. PG&E proposes modifying the provision regarding direct dual reporting of
regional personnel to both the CRO and CSO, and opposes having their appointments be a public
process or subject to government approvals, as that is likely to deter qualified candidates.

ACR § 2 — Independent Safety Advisor. (See Part IV.B.2.c.ii.) PG&E supports the
appointment of an ISA upon conclusion of the Federal Monitor. PG&E suggests that the
definition of the role be preliminarily identified now, but that the Commission consider PG&E’s
experience between now and that appointment to evaluate whether that role should be modified

based on the circumstances at the time.



ACR § 3 — Expanded SNO Committee Authority. (See Part [IV.A.2.a.) PG&E supports
the expanded oversight roles and reporting for the SNO Committees. PG&E agrees to consult
with the Governor’s Office on the initial members of the reformed SNO Committees.

ACR § 4 — Board of Directors. (See Part IV.A.2.b.) PG&E is generally supportive of the
various Board-related Proposals, subject to a few qualifications. While PG&E supports a goal of
50% California residents, PG&E believes that a mandatory quota would be unwise. PG&E
agrees that a substantial number of Board members will be new at emergence. PG&E does not
believe that a presumption of complete turnover is appropriate and does not believe that a
prohibition on directors with relationships to investment funds is appropriate. In light of the
expanded role of the SNO Committees, PG&E believes that addition of a safety sub-committee
of the Boards’ Executive Committees is not warranted.

ACR § 5 — Approval of Senior Management. (See Part IV.A.2.c.) PG&E does not object
to having the SNO Committees (or, if the Commission chooses, a safety subcommittee of the
Executive Committees) approve its executive officers before the Boards also approve them (but,
as noted above, does not favor an additional safety sub-committee and thus does not favor such
an approval requirement).

ACR § 6 — Regional Restructuring. (See Part IV.B.2.b.) PG&E supports a restructuring
to create local operating regions. PG&E supports targeting June 30, 2020 for the filing of an
application for approval of such a restructuring and plans to take interim steps toward regional
restructuring while the application is pending. While PG&E agrees that employees in the region
with safety responsibility should report to the CSO, PG&E does not favor having a risk officer in
each region as that function is better performed along lines of business.

ACR § 7 — Safety and Operational Metrics. (See Part IV.B.2.c.ii.) PG&E supports the

general concept that it should propose metrics of the types outlined (subject to a few



modifications), to be adopted by the Commission. Development and selection of such metrics is
likely to be difficult and time consuming and accordingly PG&E believes that it should take
place in proceedings other than this OII, and on a different timetable.

ACR § 8 — Earnings Adjustment Mechanism (“EAM”). (See Part I11.D.1.) PG&E
recommends against consideration of such a mechanism at this time. PG&E has proposed a
substantially revamped executive compensation program, which strongly aligns with positive
safety outcomes. The Commission should allow PG&E to implement that executive
compensation program and evaluate safety performance before pursuing a new EAM. This is
particularly important because an EAM, especially one that relies on metrics not traditionally
employed by utilities to measure performance, will involve substantial modelling difficulties, has
the potential to negatively affect the balance struck in the executive compensation performance
metrics, and even under the best of circumstances would add another layer of uncertainty to
PG&E’s regulatory outcomes. Now is not the right time to pursue such a mechanism, which
would introduce additional uncertainty to the capital markets, and would put downward pressure
on PG&E’s credit rating, just as PG&E is about to embark on a historically large capital raise.
Consideration of any EAM should be deferred to a later time.

ACR § 9 — Executive Compensation. (See Part IV.C.3.) PG&E generally supports the
principles articulated in this Proposal, including that executive compensation should include
safety incentives, and that substantial portions of executive compensation should be at risk and
deferred. PG&E proposes two major modifications to this Proposal. First, in the event of a
catastrophic event, it should be up to the Board (and the PG&E Corporation Compensation
Committee), not the Commission, to determine whether incentive payments should be withheld

based on all of the facts and circumstances. Second, PG&E recommends that the Commission



revise the proposal to restrict or eliminate severance benefits based on circumstances unrelated to
an individual’s own misconduct.

ACR § 10 — Enhanced Oversight and Enforcement Process (the “Process”). (See Part
IV.B.2.d. and Appendix A.) PG&E supports the Commission establishing an enhanced oversight
and enforcement process. Specifically, PG&E supports the establishment of a six-step process,
wherein PG&E would enter the process upon the occurrence of defined triggering events
including the failure to comply with reasonably achievable safety and operational metrics, and
would move into higher levels of intervention over time if triggering events were not sufficiently
addressed through corrective actions. PG&E proposes two major modifications to the Proposal.
First, before PG&E is moved from Step 3 to Step 4 (or higher steps), the Commission should
give PG&E at least 12 months to implement the required corrective actions approved by the
Commission and evaluate the results.!” This minimum time period is critical to give PG&E the
time needed to address safety and compliance issues. Second, the Commission, and not the
Executive Director, should make the momentous decision to move PG&E into steps 3 and above.
These changes are in the public interest, consistent with public policy, and critically important to
financial markets that otherwise may assume that PG&E, without a vote of the full Commission,
will enter a process that may culminate in the loss of its Certificate of Public Convenience and
Necessity (“CPCN”) in a matter of months after being placed in Step 3 of the Process. In
addition to these two significant recommended changes, PG&E also proposes a number of more

technical modifications in particular steps.

17 In other words, the interval between the initiation of Step 3 or above and the initiation of the next
highest step would be at least twelve months. This would not preclude the Commission from initiating a
proceeding in sooner than 12 months to determine whether to move PG&E to a higher step, provided that
the ultimate decision to take such action occurs no sooner than 12 months after the decision to move
PG&E into the step below.



Based on the Commission’s adoption of those proposals with any appropriate
modifications, PG&E will implement these proposals, including, where necessary and
appropriate, through its Plan Supplement and other submissions to the Bankruptcy Court. These
measures, together with the steps that PG&E has described in its testimony, justify a
Commission finding that the Plan complies with AB 1054.

I1. PROCEDURAL BACKGROUND AND PG&E’S PLAN OF REORGANIZATION

A. Chapter 11 Proceeding

On January 29, 2019, as a result of a confluence of factors, including the catastrophic
Northern California wildfires of 2017 and 2018, PG&E filed for relief under Chapter 11.'% Since
that filing, despite the extraordinary complexity of the bankruptcy and the tight June 30, 2020
deadline imposed by AB 1054, PG&E’s Chapter 11 process has progressed towards a successful
conclusion. PG&E has actively engaged with all of its constituencies in a drive towards
consensus on a plan of reorganization. PG&E entered into a succession of RSAs with certain
key constituencies—including (1) public entities, (2) subrogation claimants, (3) the Tort
Claimants Committee and professionals representing over 70% of the holders of Wildfire
Claims, and (4) the Ad Hoc Noteholders Committee—Ieading to successive proposed plans of
reorganization with increasing levels of support.

On January 31, 2020, PG&E filed with the Bankruptcy Court the Debtors’ and
Shareholder Proponents’ Joint Chapter 11 Plan of Reorganization (“1/31 Plan”) incorporating all
of these agreements.!® That plan was described in the prepared testimony of Jason P. Wells and

William D. Johnson submitted at the evidentiary hearing in this matter. PG&E subsequently

8 In re PG&E Corporation and Pacific Gas and Electric Company, U.S. Bankruptcy Court for the
Northern District of California, Case No. 19-30088 (DM) (Lead Case).

19 See Notice of Amended Plan of Reorganization, filed in this proceeding on February 3, 2020.
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filed Debtors’ and Shareholder Proponents Joint Chapter 11 Plan of Reorganization dated March
9, 2020 (“Plan” or “PG&E’s Plan” or “3/9 Plan”), which makes only a few changes, largely in
the nature of clarifications, to the 1/31 Plan.?° The Bankruptcy Court has scheduled a
Confirmation Hearing for May 27, 2020 to determine whether PG&E’s Plan should be
confirmed.

B. Assembly Bill 1054

On July 12, 2019, Governor Newsom signed into law AB 1054, which among other
things establishes the statewide Wildfire Fund that participating utilities may access to pay
certain liabilities arising in connection with wildfires occurring after that date. AB 1054 also sets
forth conditions to and costs of participating in the Wildfire Fund. Southern California Edison
(“SCE”) and San Diego Gas & Electric Company (“SDG&E”) have elected to participate in the
Wildfire Fund.

The Utility has provided notice to the Commission of its intent to participate in the
Wildfire Fund, and on August 26, 2019, the Bankruptcy Court authorized the Utility to
participate. However, under AB 1054, the Utility must satisfy several additional conditions in
order to participate. Of particular pertinence here, the Utility must satisfy the following
conditions by June 30, 2020:

(A) The electrical corporation’s insolvency proceeding has been
resolved pursuant to a plan or similar document not subject to a stay.

(B) The bankruptcy court or a court of competent jurisdiction, in the
insolvency proceeding, has determined that the resolution of the

20 See Notice of Amended Plan of Reorganization, filed in this proceeding on March 11, 2020. As
detailed in that Notice, the recent amendment (1) removes references to potential Wildfire Victim
Recovery Bonds (as not pertinent under the circumstances), (2) clarifies that post-petition administrative
claims, such as from the Kincaid fire, will not be discharged under the plan, (3) clarifies that
Environmental Claims will not be discharged under the plan, (4) affirms that the Pacific Gas and Electric
Company Retirement Plan will be assumed, and (5) removes PG&E’s determination of “satisfactory
resolution” of claims for fines and penalties from the CPUC Approval condition precedent to plan
confirmation.
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insolvency proceeding provides funding or establishes reserves for,
provides for assumption of, or otherwise provides for satisfying any
prepetition wildfire claims asserted against the electrical corporation
in the insolvency proceeding in the amounts agreed upon in any pre-
insolvency proceeding settlement agreements or any post-
insolvency settlement agreements, authorized by the court through
an estimation process or otherwise allowed by the court.

(C) The commission has approved the reorganization plan and other
documents resolving the insolvency proceeding, including the
electrical corporation’s resulting governance structure as being
acceptable in light of the electrical corporation’s safety history,
criminal probation, recent financial condition, and other factors
deemed relevant by the commission.

(D) The commission has determined that the reorganization plan and
other documents resolving the insolvency proceeding are
(1) consistent with the state’s climate goals as required pursuant to
the California Renewables Portfolio Standard Program and related
procurement requirements of the state and (ii) neutral, on average,
to the ratepayers of the electrical corporation.

(E) The commission has determined that the reorganization plan and
other documents resolving the insolvency proceeding recognize the
contributions of ratepayers, if any, and compensate them
accordingly through mechanisms approved by the commission,
which may include sharing of value appreciation.?!

In addition, AB 1054 provides that “any approved bankruptcy reorganization plan of an
electrical corporation should, in regards to compensation for executive officers of the electrical
corporation, comply with the requirements of [Public Utilities Code Sections 8389(¢e)(4) and
(€)(6).”** Those section contemplate a showing that:

(4) The electrical corporation has established an executive incentive
compensation structure approved by the division and structured to
promote safety as a priority and to ensure public safety and utility
financial stability with performance metrics, including incentive
compensation based on meeting performance metrics that are
measurable and enforceable, for all executive officers, as defined in
Section 451.5. ... [and]

21 Pub. Util. Code § 3292(b)(1)(A)—(E).
22 Id. § 8389(e)(6)(C).
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(6)(A) The electrical corporation has established a compensation
structure for any new or amended contracts for executive officers,
as defined in Section 451.5, that is based on the following principles:

(1)(I) Strict limits on guaranteed cash compensation, with the
primary portion of the executive officers’ compensation based on
achievement of objective performance metrics.

(I) No guaranteed monetary incentives in the compensation
structure.

(i1) It satisfies the compensation principles identified in paragraph

.

(ii1)) A long-term structure that provides a significant portion of
compensation, which may take the form of grants of the electrical
corporation’s stock, based on the electrical corporation’s long-term
performance and value. This compensation shall be held or deferred
for a period of at least three years.

(iv) Minimization or elimination of indirect or ancillary
compensation that is not aligned with shareholder and taxpayer
interest in the electrical corporation.?

C. Overview Of This OII

The Commission opened this Order Instituting Investigation (“OII’’) on October 4, 2019.
In addition to PG&E, 38 organizations and individuals appeared as parties in this OIL.>** On

November 14, 2019, the Assigned Commissioner’s Scoping Memo and Ruling (“Scoping

2 1d. § 8389(e)(4) & (6)(A).

% Alliance for Nuclear Responsibility (“A4NR”), American Wind Energy Association of California,
CPUC Legal Division, California Biomass Energy, California Large Energy Consumers Association
(“CLECA”), Center for Accessible Technology (“CAT”), Center for Energy Efficiency and Renewable
Technologies, City and County of San Francisco (“CCSF), City of San Jose, Coalition of California
Employers (“CUE”), Consolidated Edison Company of N.Y., East Bay Community Energy, Energy
Producers and Users Coalition (“EPUC”), Independent Energy Producers Association (“IEP”), Indicated
Shippers (“IS”), Institutional Equity Investors, Marin Clean Energy (“MCE”), Monterey Bay Community
Power, Natural Resources Defense Council (“NRDC”), Nextera Energy Resources, LLC, Official
Committee of Pacific Gas and Electric Company Tort Claimants (“TCC”), Official Committee of
Unsecured Company Creditors, Peninsula Clean Energy Authority, Public Advocates Office, Redwood
Coast Energy Authority Alliance, SDG&E, Silicon Valley Clean Energy Authority, Small Business
Utility Advocates (“SBUA”), Solar Energy Industries Association, Sonoma Clean Power Authority,
South San Joaquin Irrigation District, SCE, The Climate Center, The Utility Reform Network (“TURN?”),
Valley Clean Energy Alliance, Wild Tree Responsibility Foundation, and William B. Abrams. The Ad
Hoc Noteholder Committee (“AHC”) also appeared but later withdrew as a party.
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Memo™) was issued, setting forth the issues to be considered. Those issues included the various
issues set forth in Section 3292(b)(1), as well as potential consideration of factors under Section
854. On November 17, 2019, the Administrative Law Judge’s Ruling on Section 854 held that
plans of reorganization to be considered in this OII “are exempt from review under Public
Utilities Code Section 854,” and that, instead, “specific criteria contained within Section 854
may be referred to for guidance as we review the proposed plans, as contemplated in Section
853(b).”?

Initially, testimony in this OII was bifurcated into non-financial and financial phases,
with non-financial testimony submitted by PG&E, AHC, and certain other parties, on December
13,2019. After AHC reached an agreement with PG&E and withdrew its alternative proposed
plan from consideration, testimony and hearings were consolidated into a single phase.?

On January 31, 2020, PG&E served opening testimony and accompanying exhibits on all
Scoping Memo issues. On February 21, 2020, various intervenors served reply testimony.
Evidentiary hearings were held February 25, 2020 through March 4, 2020, at which the prepared

testimony as well as other exhibits were admitted into evidence.?” In addition to the intervenors

2 Id. at 1, 5-6. The Ruling further clarified that “it is not mandatory that a reorganization plan satisfy
each of these [Section 854] criteria, but rather the Commission will consider each of these criteria and
evaluate, on balance, if the reorganization plan is in the public interest.” Id. at 11.

26 Administrative Law Judge’s Ruling Modifying Schedule (Dec. 27, 2019).

Y PG&E presented testimony from William Johnson, Jason Wells, John Plaster, Nora Mead Brownell,
Andrew Vesey, Stephen Cairns, Amit Gupta, Megan Hertzler, Deborah Powell, Matthew Pender, Tracy
Maratukulam, John Lowe, Julie Kane, Jessica Hogle, Martin Wyspianski, and Robert Kenney. All of
these witnesses were made available for cross-examination, and all but Stephen Cairns, Megan Hertzler
and Jessica Hogle were cross-examined at the evidentiary hearing.

The following intervenors also submitted testimony, which was admitted at the hearing: EPUC, IS,
TURN, SBUA, CLECA, CCSF, CUE, Joint Community Choice Aggregators (East Bay Community
Energy, Peninsula Clean Energy Authority, Monterey Bay Community Power, The City of San Jose on
behalf of San Jose Clean Energy, and Silicon Valley Clean Energy Authority) (collectively, “Joint
CCAs,” or “JCCA”), A4NR, Mr. Abrams, and NRDC.
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that submitted opening testimony, other intervenors also participated in cross-examination of
witnesses.?®

On February 18, 2020, the ACR was issued, setting forth various proposals to be
discussed by the parties in briefing following the above-referenced evidentiary hearing (and
potentially to be addressed in a further evidentiary hearing, if necessary). The ACR stated that
“[a]fter review of the record to date, including PG&E’s opening testimony, and in light of the
limited schedule to meet the June 30, 2020 statutory deadline this Assigned Commissioner’s
Ruling seeks parties’ comments on the Proposals to inform the development of the record across
the many important issues before us.”? As described above, PG&E’s brief addresses each of

these Proposals in conjunction with the subject matters to which they relate.

D. PG&E’s Plan of Reorganization

The following discussion summarizes key terms of PG&E’s Plan, as filed in the
bankruptcy court and in this proceeding.

1. Wildfire Claims

PG&E’s Plan provides for the payment of $25.5 billion in settlement of Fire Claims,
which are defined as any past, present, or future claims related to specified wildfires that
occurred in Northern California in 2015 through 2018.3° This includes four different classes of
Fire Claims:

. Fire Victim Claims;

. Public Entities Wildfire Claims;

o Subrogation Wildfire Claims; and

2 CAT, IEP, MCE and TCC also participated in the evidentiary hearings.
* ACR at 2.
30 See PG&E’s Plan §§ 1.75, 1.83 [3/9/20 Plan §§ 1.78, 1.86] & Ex. A.
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o Subrogation Butte Fire Claims.

(a) Fire Victim Claims

Fire Victim Claims include those Fire Claims against PG&E that do not fall within the
definitions of Public Entities Wildfire Claims, Subrogation Wildfire Claims, or Subrogation
Butte Fire Claims, as described further below.>! This includes claims by individual wildfire
victims as well as others, such as claims held by certain other government entities, including fire
suppression cost claims asserted by the California Governor’s Office of Emergency Services
(“Cal OES”) and disaster assistance claims asserted by the Federal Emergency Management
Agency (“FEMA”).*?

To compensate holders of Fire Victim Claims, PG&E’s Plan provides for the
establishment of the Fire Victim Trust, funded with a total of $13.5 billion, consisting of (1)
$5.4 billion in cash on the Plan’s Effective Date; (2) another $1.35 billion in cash in two
installments in 2021 and 2022 pursuant to the Tax Benefits Payment Agreement with the Fire
Victim Trust; and (3) $6.75 billion in (and not less than 20.9% of) Reorganized PG&E
Corporation Common Stock. In addition, the Debtors will assign certain rights and causes of
action to the Fire Victim Trust.

The Fire Victim Trust will administer, process, settle, resolve, liquidate, satisfy, and pay,
in full and final satisfaction, all Fire Victim Claims and all Fire Victim Claims will be subject to
an injunction permanently channeling them to the Fire Victim Trust.>* Pursuant to the

channeling injunction, the Fire Victim Claims will be asserted exclusively against the Fire

31 See PG&E’s Plan § 1.76 [3/9 Plan § 1.79].

32 Under a settlement reached during a March 9, 2020 mediation, the FEMA claims will be reduced to
$1 billion and channeled into the Fire Victim Trust and subordinated to other fire victim claims therein.
The Cal OES will withdraw its claims for reimbursement under the Plan, pursuant to this mediated
settlement.

33 See PG&E’s Plan § 6.7.
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Victim Trust with no recourse to the Debtors, Reorganized Debtors, or their assets and
properties. The Fire Victim Trust will be administered by the Fire Victim Trustee, whose
appointment is selected by the Consenting Fire Claimant Professionals and the Tort Claimants
Committee, subject to the approval of the bankruptcy court, and overseen by the Fire Victim
Trustee Oversight Committee.>

(b) Public Entities Wildfire Claims

Public Entities Wildfire Claims are Fire Claims against PG&E held by Public Entities,
which include (1) the North Bay Public Entities (comprising 14 cities and counties); (2) the
Town of Paradise; (3) the County of Butte; (4) the Paradise Park and Recreation District; (5) the
County of Yuba; and (6) the Calaveras County Water District.>> As already noted, claims by
other government entities beyond those specifically defined as Public Entities are compensated
through the Fire Victim Trust. PG&E’s Plan provides that the Public Entities will receive
$1 billion in full and final satisfaction of their wildfire claims against the Debtors, to be
distributed in accordance with the Public Entities Plan Support Agreements.> The Public
Entities also will benefit from a $10 million Public Entities Segregated Defense Fund,
established for the benefit of the Public Entities to reimburse legal fees and costs associated with
third party claims against the Public Entities related to the specified fires.>’

(c) Subrogation Wildfire Claims

Subrogation Wildfire Claims include any Fire Claim (other than a Fire Claim arising

from the Butte Fire in 2015) that arises from subrogation or assignment (whether contractual,

3 See PG&E’s Plan §§ 1.81, 1.82 [3/9 Plan §§ 1.84. 1.85], 6.8.

35 See PG&E’s Plan §§ 1.138, 1.160 [3/9 Plan §§ 1.44, 1.166].

3 See PG&E’s Plan §§ 1.162, 1.166, 1.168, 4.5, 4.22 [3/9 Plan §§ 1.168, 1.172, 1.174, 4.5, 4.24].
¥ See PG&E’s Plan §§ 1.164, 1.167 [3/9 Plan §§ 1.170, 1.173], 6.9.
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equitable, or statutory) or otherwise in connection with payments by an insurer to insured tort
victims.*® Consistent with the settlement reached between the Debtors and holders of
Subrogation Wildfire Claims, PG&E’s Plan provides for the establishment of the Subrogation
Wildfire Trust, which will be funded with a total of $11 billion in cash.*

The Subrogation Wildfire Trust will administer, process, settle, resolve, liquidate, satisfy,
and pay, in full and final satisfaction, all Subrogation Wildfire Claims and all Subrogation
Wildfire Claims will be subject to an injunction permanently channeling them to the Subrogation
Wildfire Trust.** Pursuant to the channeling injunction, the Subrogation Wildfire Claims will be
asserted exclusively against the Subrogation Wildfire Trust with no recourse to the Debtors,
Reorganized Debtors, or their assets and properties. The Subrogation Wildfire Trust will be
administered by the Subrogation Wildfire Trustee, who will be selected by holders of
Subrogation Wildfire Claims, and overseen by the Subrogation Wildfire Trust Advisory Board.*!

(d) Subrogation Butte Fire Claims
Subrogation Butte Fire Claims include any Fire Claim arising from the Butte Fire (2015)
that arises from subrogation or assignment (whether contractual, equitable, or statutory), or

otherwise in connection with payments made by the insurer to insured tort victims.*?

Any
claims related to settlements relating to Subrogation Butte Fire Claims are treated as General

Unsecured Claims, discussed below.*

3 PG&E’s Plan § 1.195 [3/9 Plan § 1.201].

39 See PG&E’s Plan §§ 1.193, 1.195, 1.197, 4.23, 6.4 [3/9 Plan §§ 1.199, 1.201, 1.203, 4.25, 6.4].
0 See PG&E’s Plan §§ 4.6, 4.23 [3/9 Plan § 4.25], 6.4.

' See PG&E’s Plan §§ 1.200, 1.198 [3/9 Plan §§ 1.206, 1.204, 6.5, 6.6], 6.5, 6.6

# See PG&E’s Plan § 1.192 [3/9 Plan § 1.198].

4 See PG&E’s Plan § 1.187 [3/9 Plan § 1.193].
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2. Other Claims

PG&E’s Plan also resolves other prepetition claims against PG&E in the following
manner:

(a) Funded Debt Claims

PG&E’s Plan reflects the Noteholder RSA entered into with members of the Ad Hoc
Committee of Senior Unsecured Noteholders of the Utility regarding the treatment of claims
related to prepetition funded debt. Specifically:

Utility Impaired Senior Note Claims. Utility Impaired Senior Note Claims relate to

certain prepetition high-coupon senior notes of the Utility.** PG&E’s Plan provides that Utility
Impaired Senior Note Claims receive cash for prepetition interest calculated at the non-default
contract rate and postpetition interest calculated at the Federal Judgment Rate*’ as well as equal
amounts of each issue of the New Utility Long-Term Notes*® in an aggregate amount equal to the
7

principal on such holder’s Utility Impaired Senior Note Claim.*

Utility Reinstated Senior Note Claims. Utility Reinstated Senior Note Claims relate to

certain prepetition low-coupon senior notes of the Utility.*® PG&E’s Plan provides that Utility
Reinstated Senior Note Claims will be reinstated.*

Utility Short-Term Senior Note Claims. Utility Short-Term Senior Note Claims relate to

certain prepetition senior notes of the Utility with near-term maturities.’® PG&E’s Plan provides

“ See PG&E’s Plan §§ 1.218, 1.219, 1.220, 1.221 [3/9 Plan §§ 1.225-1.229].
428 U.S.C. § 1961(a).

46 See PG&E-01 at 2-28 (opening testimony of Mr. Wells). See also App’x B.
4 PG&E’s Plan § 4.16 [3/9 Plan § 4.18].

4 See PG&E's Plan §§ 1.229, 1.230 [3/9 Plan §§ 1.238, 1.239].

 PG&E’s Plan § 4.17 [3/9 Plan § 4.19].

0 See PG&E’s Plan §§ 1.240, 1.241, 1.242, 1.243 [3/9 Plan §§ 1.250-1.253].
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that Utility Short-Term Senior Note Claims receive cash for prepetition interest calculated at the
non-default contract rate and postpetition interest calculated at the Federal Judgment Rate as well
as equal amounts of each issue of the New Ultility Short-Term Notes®! in an aggregate amount
equal to the principal on such holder’s Utility Short-Term Senior Note Claim.>?

Utility Funded Debt Claims. Utility Funded Debt Claims relate to certain prepetition

debt, namely the Utility’s prepetition revolver, term loan, and certain pollution control bonds.*?
PG&E’s Plan provides that Utility Funded Debt Claims receive cash for prepetition interest at
the non-default contract rate, certain other fees and expenses, and postpetition interest calculated
at the Federal Judgment Rate as well as equal amounts of each issue of the New Utility Funded
Debt Exchange Notes** in an aggregate amount equal to the principal on such holder’s Utility
Funded Debt Claim.*

Utility PC Bond (2008 F and 2010 E) Claims and HoldCo Funded Debt Claims. Utility

PC Bond (2008 F and 2010 E) Claims relate to certain prepetition pollution control bonds of the
Utility, and HoldCo Funded Debt Claims relate to certain prepetition debt of PG&E
Corporation.’® PG&E’s Plan provides that Utility PC Bond (2008 F and 2010 E) Claims and
HoldCo Funded Debt Claims will receive in cash the principal amount of the claim as of the

petition date (January 29, 2019), all accrued and unpaid interest owed as of that date, and interest

31 See PG&E-01 at 2-28 (opening testimony of Mr. Wells). See also App’x B.

2 PG&E’s Plan § 4.18.

>3 See PG&E’s Plan §§ 1.212, 1.213. 1.214, 1.215 [3/9 Plan §§ 1.219-1.222].

> See PG&E-01 at 2-27 — 2-28 (opening testimony of Mr. Wells). See also App’x B.
* PG&E’s Plan § 4.19 [3/9 Plan § 4.21].

% See PG&E’s Plan §§ 1.95, 1.143, 1.225 [3/9 Plan §§ 1.99, 1.149, 1.234].
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accrued from the petition date through the date when PG&E’s Plan becomes effective at the
Federal Judgment Rate.”’

(b) Employee-Related Claims

PG&E’s Plan provides that workers’ compensation claims will ride through. In other
words, holders of workers’ compensation claims will be entitled to pursue those claims post
emergence as if the Chapter 11 cases had not been commenced.>®

(c) General Unsecured Claims

PG&E’s Plan provides that General Unsecured Claims® will be paid in full. In other
words, each holder of a General Unsecured Claim will receive in cash an amount equal to the
holder’s claim, including all interest accrued from the Petition Date through the Effective Date at
the Federal Judgment Rate.®

(d) Ghost Ship Fire Claims

Claims related to the Ghost Ship Fire, which occurred in Oakland, California on
December 2, 2016, may be pursued in state court against PG&E but any recovery would be
limited solely to the total tower of PG&E’s applicable insurance policies, as available, for

2016.°

STPG&E’s Plan §§ 4.3, 4.20 [3/9 Plan §§ 4.3, 4.22].
38 See PG&E’s Plan §§ 4.9, 4.26 [3/9 Plan §§ 4.9, 4.28].

%9 See PG&E’s Plan § 1.87 (defining General Unsecured Claim as “any Claim, other than a DIP Facility
Claim, Administrative Expense Claim, Professional Fee Claim, Priority Tax Claim, Other Secured Claim,
Priority Non-Tax Claim, Funded Debt Claim, Workers’ Compensation Claim, 2001 Utility Exchange
Claim, Fire Claim, Ghost Ship Fire Claim, Intercompany Claim, Utility Senior Note Claim, Utility PC
Bond (2008 F and 2010 E) Claim, or Subordinated Debt Claim, that is not entitled to priority under the
Bankruptcy Code or any Final Order. General Unsecured Claims shall include any (a) Prepetition
Executed Settlement Claim, including but not limited to settlements relating to Subrogation Butte Fire
Claims; and (b) Claim for damages resulting from or otherwise based on the Debtors’ rejection of an
executory contract or unexpired lease”); see also PG&E Plan §§ 1.96, 1.216.

0 See PG&E’s Plan §§ 4.4, 4.21 [3/9 Plan §§ 4.4, 4.23].
61 See PG&E’s Plan §§ 1.88, 1.89, 4.8, 4.25 [3/9 Plan §§ 1.91, 1.92, 4.8, 4.27].
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(e) Priority Tax And Priority Non-Tax Claims

PG&E’s Plan provides that Priority Tax Claims and other priority claims (i.e., Priority
Non-Tax Claims) will be paid in full. That is, each holder of a Priority Tax Claim or Priority
Non-Tax Claim will receive cash in an amount equal to the claim, including through the date
PG&E’s Plan becomes effective at the Federal Judgment Rate.> For Priority Tax Claims, PG&E
can elect whether to pay (1) in full “on the Effective Date or as soon as reasonably practicable
thereafter, or (2) ... in equal semi-annual installments and continuing over a period not
exceeding five (5) years from and after the Petition Date, together with interest accrued thereon
at the applicable nonbankruptcy rate ... .”%* However, any Priority Tax Claim not due and
payable on or before the Effective Date will be paid in the ordinary course as such obligations
becomes due.** Consistent with this provision, all allowed prepetition state tax obligations will
be paid in full and PG&E will pay currently due state tax obligations promptly.

® Subordinated Debt Claims

PG&E’s Plan provides that Subordinated Debt Claims will be paid in full. That is, each
holder of a subordinated debt claim will receive cash in the amount of the claim.®

(2) Common Interests

PG&E’s Plan provides that each holder of PG&E Corporation common stock will retain

that interest in Reorganized PG&E Corporation subject to dilution from new equity investments

62 See PG&E’s Plan §§ 1.45,1.46,2.4,4.2,4.15 [3/9 Plan §§ 1.46, 1.47,2.4,4.2, 4.17].

8 PG&E’s Plan § 2.4.

% 1d.

55 See PG&E’s Plan §§ 1.109, 1.191, 1.244, 4.11, 4.29 [3/9 Plan §§ 1.115, 1.197, 1.255, 4.12, 4.32].
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and shares distributed to the Fire Victim Trust, and receive a pro rata right to participate in any
rights offering.®® Utility Common Interests will be reinstated.®’

(h) Administrative Expense Claims

PG&E’s Plan provides that Administrative Expense Claims will be paid in full. That is,
each holder of an Administrative Expense Claim will be paid in the ordinary course and receive
cash in the allowed amount of the claim.®

(i) Environmental Claims

After the Effective Date of the Plan, holders of Environmental Claims may pursue those
claims to the same extent as if PG&E’s Chapter 11 cases had not been filed.*

3. Participation In The Wildfire Fund

PG&E’s Plan will enable the Utility to participate in the statewide Wildfire Fund upon
emergence. Specifically, and as discussed in more detail below, PG&E’s Plan complies with
AB 1054’s requirements and provides that on the date it becomes effective the Utility will make
its initial contribution of approximately $4.8 billion and its first annual contribution of
approximately $193 million to the Wildfire Fund established pursuant to AB 1054.7° A portion
of the Utility’s contribution will come from long-term debt and, consistent with AB 1054, the
Utility’s contributions will not be recovered from customers.”! The Utility’s participation in the

Wildfire Fund is critical to PG&E’s financial health post emergence as well as for the fund itself

66 See PG&E’s Plan §§ 1.93, 1.180, 4.12 [3/9 Plan §§ 1.96, 1.186, 4.13].
87 See id.

68 See PG&E’s Plan §§ 1.4, 2.1.

%93/9 Plan §§ 4.10, 4.30.

70 See PG&E’s Plan § 6.10.

"I Pub. Util. Code § 3292(b)(3) (“Initial contributions shall not be recovered from the ratepayers of an
electrical corporation”); id. § 3292(c) (“Annual contributions shall not be recovered from the ratepayers
of an electrical corporation.”).
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and the State. AB 1054 and the Wildfire Fund, together with the Commission’s implementation
of this new statutory and regulatory regime, are important for potential investors as well as for
PG&E’s credit ratings and access to debt and equity markets. Equally, given the size of PG&E
and its service territory, the Utility’s participation also is critical for the Wildfire Fund and the
State, as PG&E is set to provide over 60% of the portion of the fund’s resources that come from
California utility shareholders.”

4. Assumption Of Agreements

PG&E’s Plan provides for the assumption of various agreements upon emergence, once
PG&E’s Plan becomes effective. First, all power purchase agreements, renewable energy power
purchase agreements, and Community Choice Aggregation servicing agreements will be
assumed.”

Second, all Employee Benefit Plans and Collective Bargaining Agreements will be
assumed.” On the latter point, PG&E will assume (1) the two agreements currently in place
between the Utility and IBEW Local 1245 (specifically, (i) the IBEW Physical Agreement, and
(i1) the IBEW Clerical Agreement, as such agreements will be further amended, supplemented or
modified in a manner consistent with the IBEW Agreement, attached to PG&E’s Plan); (2) the
Collective Bargaining Agreement currently in place between the Utility and the Engineers and
Scientists of California Local 20, IFPTE; and (3) the Collective Bargaining Agreement currently
in place between the Utility and the Service Employees International Union.” In addition,

PG&E will assume the Pacific Gas and Electric Company Retirement Plan.”® PG&E will make

2 Id. § 3280(n).

3 See PG&E’s Plan § 8.1.

74 See PG&E’s Plan §§ 1.29, 1.60, 8.5, 8.6 [3/9 Plan §§ 1.30, 1.61, 8.5, 8.6].
> See PG&E’s Plan §§ 1.29, 1.117, 1.118 [3/9 Plan §§ 1.30, 1.123, 1.124].
7 See PG&E’s 3/9 Plan § 8.5(c).

24-



all outstanding payments which are accrued and unpaid as of the Effective Date pursuant to the
Employee Benefit Plans promptly. In addition, the assumption of the Employee Benefit Plans
will result in a full release of any claims arising under the Employee Benefit Plans at any time
before the Effective Date.

S. Management Incentive Plan

PG&E’s Plan also enables PG&E to comply with the requirements of AB 1054 with
respect to executive compensation. Specifically, PG&E’s Plan provides that the Boards of the
reorganized Utility and PG&E Corporation may establish and implement a management
incentive plan that complies with the requirements of AB 1054. As discussed in more detail
below, PG&E will incorporate into its Plan or related documents any direction the Commission
provides in its decision in this proceeding with regard to executive compensation in order to
ensure compliance with the relevant provisions of AB 1054.

6. Conditions Precedent To Plan Confirmation And Effectiveness

There are a number of conditions precedent to confirmation of PG&E’s Plan and to the
occurrence of the Effective Date under PG&E’s Plan after confirmation. For instance, both the
confirmation and effectiveness of PG&E’s Plan are conditioned on, inter alia, certain RSAs and
backstop commitments being in full force and effect and PG&E receiving various approvals
from the Commission.”’

CPUC Approval is defined as “all necessary approvals, authorizations and final orders
from the Commission to implement the Plan, and to participate in the Go-Forward Wildfire

Fund.””® This includes:

7 See PG&E’s Plan §§ 9.1, 9.2.
8 PG&E’s Plan § 1.37 [3/9 Plan § 1.38].
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a) “[S]atisfactory provisions pertaining to authorized return on equity and regulated
capital structure.”” While PG&E continues to believe that the rate of return on
equity authorized in D.19-12-056 (or the “2020 Cost of Capital Decision”) is too
low, PG&E is willing to accept it as satisfactory for purposes of the Plan. The
Utility’s Application for a Waiver of the Capital Structure Condition (A.19-02-
016) remains pending. PG&E anticipates that the Utility will emerge from
bankruptcy with a balanced capital structure that complies with the regulatory
capital structure authorized in D.19-12-056 provided the Commission authorizes

certain adjustments described in more detail below.

b) “[A] disposition of proposals for certain potential changes to the Utility’s
corporate structure and authorizations to operate as a utility.”** PG&E requests
that the Commission rule, in [.15-08-019 (the “Safety Culture OII”) or in this
proceeding, that PG&E will not be forced to sell the gas business, to eliminate the
holding company, or to municipalize, and that the Commission will not institute a
review of or make modifications to the Utility’s CPCN (except as provided in

connection with the Enhanced Regulatory Oversight and Enforcement Process).

c) “[S]atisfactory resolution of claims for monetary fines or penalties under the
California Pub. Util. Code for prepetition conduct.”®' There are various
proceedings before the Commission that address potential monetary fines or

penalties under the Public Utilities Code associated with the Utility’s prepetition

7 PG&E’s Plan § 1.37(a) [3/9 Plan § 1.38(a)].
80 PG&E’s Plan § 1.37(b) [3/9 Plan § 1.38(b)].
81 PG&E’s Plan § 1.37(c) [3/9 Plan §1.38(c)].
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conduct. In 1.19-06-015 (the “Wildfire OII”’), 1.18-12-007 (the “Locate and Mark
OII”), 1.15-11-015 (the “Ex Parte OII”’), and 1.18-07-008 (the “Disconnection
OII”), the Commission either has approved or has been presented with settlement
agreements entered into by PG&E and various parties. Commission approval of
any settlements not yet approved would be satisfactory for purposes of this
provision of PG&E’s Plan. With respect to the proposed settlement in the
Wildfire OlI, the Presiding Officer’s Decision would require changes to the
proposed settlement. These changes are not acceptable to PG&E, and PG&E
intends to appeal and/or seek other relief in relation to the Presiding Officer’s
Decision. The Amended Plan filed March 9, 2020 removes the “satisfactory
resolution” of that proceeding from the CPUC Approval conditions precedent to
Plan confirmation but retains it for the Plan Effective Date.®> Accordingly, a
timely and satisfactory resolution of that proceeding is essential. PG&E remains
optimistic that a satisfactory resolution of the Wildfire OII will be reached in

advance of the Effective Date of PG&E’s Plan.

III. FINANCIAL ISSUES (Scoping Memo § 4)

A. Plan Funding And Financial Health (Scoping Memo 88§ 4.3, 4.6, 4.7)

PG&E’s Plan expeditiously and fairly compensates wildfire victims and positions PG&E
for financial health upon emergence, including through substantial equity contributions at exit,
commitments to additional equity contributions after emergence, and a clear path towards further

improving credit ratings over time. Accordingly, the Commission should find that PG&E’s Plan

8 PG&E’s Plan [3/9 Plan §§ 9.1(c), 9.2 (I)].
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and its governance structure upon emergence are acceptable in light of PG&E’s recent financial
condition and therefore satisfy Section 3292(b)(1)(C).%}

1. Major Financial Obstacles Precipitated The Chapter 11 Filings.

PG&E’s Chapter 11 filings were necessitated by a confluence of factors, including the
catastrophic wildfires that occurred in Northern California in 2017 and 2018 and PG&E’s
potential liabilities arising therefrom. By late January 2019, the multitude of pending and
anticipated claims and lawsuits made it abundantly clear that PG&E could not address those
claims and potential liabilities in the ordinary course while continuing to deliver safe, reliable,
affordable and clean energy to its 16 million customers and remaining economically viable.
Chapter 11 protection represented the only practical alternative under the stark circumstances
facing PG&E, and taking this step was in the best interests of all PG&E stakeholders, including
customers, employees, wildfire victims and claimants, other creditors, employees, and
shareholders.

Before filing for Chapter 11, PG&E faced uncertain but mounting liabilities in
connection with the devastating 2017 and 2018 wildfires. For instance, shortly before the
Chapter 11 filings, PG&E’s Form 8-K filed on January 14, 2019 with the United States
Securities and Exchange Commission noted that PG&E’s potential liability with respect to the
2017 and 2018 Northern California wildfires could exceed $30 billion, without taking into

account potential punitive damages, fines and penalties or damages with respect to future

83 “The commission has approved the reorganization plan and other documents resolving the insolvency
proceeding, including the electrical corporation’s resulting governance structure as being acceptable in
light of the electrical corporation’s safety history, criminal probation, recent financial condition, and
other factors deemed relevant by the commission.” Pub. Util. Code § 3292(b)(1)(C) (emphasis added).
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claims.3* Meanwhile, PG&E experienced an uninterrupted string of credit rating downgrades.

The other California investor-owned utilities likewise suffered ratings downgrades during this
period due to wildfire risk, inverse condemnation, and other exogenous considerations.’® For

PG&E, this culminated in a sub-investment grade rating for the Utility by early January 2019

before PG&E filed for Chapter 11.37

2. PG&E’s Plan Resolves The Chapter 11 Filings In A Fair And
Beneficial Manner.

PG&E’s Plan is set to resolve the Chapter 11 filings after just 18 months and in a manner
that is supported by the major stakeholders in the bankruptcy process. Most critically, the Plan
resolves PG&E’s substantial prepetition liabilities, providing fair and expeditious compensation
to wildfire victims. In total, the “Plan provides for the payment of $25.5 billion in settlement of

Fire Claims, which are defined as any past, present, or future claims related to specified wildfires

8 Jan. 14, 2019 Form 8-K.

85 E.g., EPUC-01, Attachment 4 (S&P Dec. 22, 2017), Attachment 5 (S&P, Feb. 22, 2018), Attachment 6
(S&P June 13, 2018), Attachment 7 (S&P Sept. 5, 2018), Attachment 8 (S&P Nov. 15, 2018), Attachment
9 (Moody’s Dec. 21, 2017), Attachment 10 (Moody’s Mar. 19, 2018), Attachment 11 (Moody’s Sept. 6,
2018), Attachment 12 (Moody’s Nov. 15, 2018); CCSF-01, Attachment L. (Moody’s Jan. 12, 2019); Feb.
28,2020 Tr. at 648:13-649:26 (cross-examination testimony of Mr. Wells); Mar. 4, 2020 Tr. at 1349-50
(cross-examination testimony of Michael P. Gorman).

8 PG&E-X-03 (Moody’s, Negative Outlook for SCE and SDG&E, Apr. 11,2018) at 1 (“SCE’s credit
profile is weighed down by ... increasing inverse condemnation risk exposure” which “has caused us to
reassess our view of the credit supportiveness of the regulatory environment in California”); id. at 2 (“The
rising risk associated with the wildfires and other severe weather events have translated into higher
regulatory risk for investor-owned utilities in California due to inverse condemnation exposure and the
uncertainty that they will be able to recover related costs from ratepayers, as evidenced by the SDG&E’s
disallowance in its 2007 wildfire case”); PG&E-X-05 (SDG&E 2020 Cost of Capital Testimony, Apr.
2019) at BM-11 (illustrating decrease in SDG&E credit ratings over time since 2017).

7 CCSF-01, Attachment L at 1 (“Pacific Gas & Electric Company’s (PG&E) credit profile reflects the
very challenging political environment as potential liabilities grow, liquidity reserves decline and access
to capital is uncertain following severe wildfires in its service territory over the last two years. ... [T]he
rating now incorporates a more onerous political and legislative environment due to the continued
exposure related to potential future wildfire costs under inverse condemnation. The potential for these
future risks to materialize is high due to climate change and a growing population in fire-prone areas.”);
Mar. 4, 2020 Tr. at 1349-50 (cross-examination testimony of Mr. Gorman).
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that occurred in Northern California in 2015 through 2018.7% That amount is split among four
different classes of Fire Claims.® This expeditious compensation to wildfire victims and other
wildfire claimants avoids a lengthy, costly and adversarial trial process on individual claims.
This resolution also enables the Bankruptcy Court to make its determination under AB 1054 that
the Plan “provides funding or establishes reserves for, provides for assumption of, or otherwise
provides for satisfying any prepetition wildfire claims asserted against the electrical corporation
in the insolvency proceeding in the amounts agreed upon in any pre-insolvency proceeding
settlement agreements or any post-insolvency settlement agreements, authorized by the court
through an estimation process or otherwise allowed by the court.”

The Bankruptcy Code also provided PG&E the unique opportunity to elect whether to
repay or reinstate its prepetition debt, allowing PG&E to negotiate the Noteholder RSA.”! Any
similar refinancing pursued outside the Chapter 11 context would have required significant
make-whole premiums and would not have been cost-effective for customers.”? Pursuant to that

agreement, and as contemplated by PG&E’s Plan, the Utility is able to refinance certain high-

coupon, long-dated prepetition senior notes at significantly lower interest rates, yielding

% PG&E-01 at 2-5:22-25 (opening testimony of Mr. Wells).

% PG&E-01 at 2-5 — 2-8 (opening testimony of Mr. Wells) (describing the four classes as (1) Fire Victim
Claims; (2) Public Entities Wildfire Claims; (3) Subrogation Wildfire Claims; and (4) Subrogation Butte
Fire Claims).

% Pyb. Util. Code § 3292(b)(1)(B).
91 See 11 U.S.C. § 1124; see also 11 U.S.C. §§ 101(5), 1123, 1141.

%2 See, e.g., Mar. 4, 2020 Tr. at 1286:5-16 (cross-examination testimony of R. Thomas Beach) (in
response to a question suggesting PG&E could not have done the refinancing absent the bankruptcy, Mr.
Beach responded: “Yes. I'll agree that that was the result of the bankruptcy.”); id. at 1335:13-26 (cross-
examination testimony of Mr. Gorman) (Mr. Gorman stating: “I acknowledge that there may have been
interest rate savings associated with high coupon debt that you were able to refinance down to market
levels that you may not have been able to economically refinance absent the bankruptcy.”); see also Mar.
3,2020 Tr. at 1145:1-13 (cross-examination testimony of Mr. Kenney) (“[B]y virtue of us refinancing
certain debt, [the Plan] will actually result in a decrease [in rates]”).
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substantial interest cost savings for the Utility and ultimately for the benefit of customers.”® The
Noteholder RSA provides for refinancing of certain other prepetition senior notes of the Utility
with near-term maturities as well as funded bank debt (including revolving loans, term loans, and
the pollution control bonds). “In total, the Noteholder RSA provides for the issuance of

$11.85 billion in debt as committed and permanent financing at favorable predetermined rates. If
PG&E were to issue that amount of debt in the market, it would incur underwriting fees of
approximately $85 million, in addition to rating agency, legal and other issuance fees, and such a
market issuance would not benefit from the certainty and protection from interest rate risk
provided by the Noteholder RSA.”** In addition, “[o]ther prepetition Utility long-term debt
totaling approximately $9.575 billion will be reinstated; this includes relatively low-coupon

295

prepetition long-term debt for which refinancing would not have been cost effective.

3. PG&E’s Plan Will Be Funded By A Historic Amount Of New Equity
And Low-Cost Debt.

PG&E’s Plan funding “will consist of new and reinstated debt and equity for both the
Utility and PG&E Corporation as well as other sources of funding anticipated to total
approximately $57.65 billion to enable PG&E to emerge from its Chapter 11 cases.””® PG&E

anticipates the following sources and uses:”’

% PG&E-01 at 2-18 — 2-22 (opening testimony of Mr. Wells); PG&E-07 at 2-19 — 2-22A; PG&E-08
(PG&E’s Clarifications in Response to Feb. 21, 2020 Testimony of Other Parties, dated Feb. 26, 2020), at
5; PG&E-11 (estimating PG&E’s anticipated cost of debt upon emergence)

(2_25 20UpdatedPlanOfReorganizationOII-2019 DR_TURN_018-Q02Atch01Cost of Debt and
Maturities.xlsx); PG&E-15 (calculating interest rate cost savings)

(2_24 20RevisedPlanOfReorganizationOIl-2019 DR CLECA 01-Q02 Chapter 2 debt savings
calc.xlsx).

% PG&E-07 at 2-19 (Amendments to opening testimony of Mr. Wells).
% PG&E-01 at 2-19:3-6 (opening testimony of Mr. Wells).

% 1d. at 2-15.

7 1d. at 2-2.
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TABLE 2.1: SOURCES & USES

SOURCES USES
ity i $24.15
ge“’ Equity in PGAE $15.75 billion | Fire Claims N
orporation billion
New money equity raise %9 billion | Contribution to Wildfire Fund £5 billion
Equity issued to Fire i Debtor-In-Possession -
Victim Trust $6.75 billion Financing $2 billion
S Pt Domesion $4.75 billion | Prepetition Debt $22.18 billion
Reinstated Utility Debt $9.575 billion | (. eic C1ims and Other $2.3 billion
New Utility Debt $23.775 billion | Accrued Interest $1.27 billion
Refinancing of Pollution e e
P $0.1 billion | Cash $0.75 billion
Noteholder RSA debt $11.85 billion | Total Uses $57.65 billion
New debt $5.825 billion
Temporary Utility Debt $6 billion
Insurance Proceeds $2.2 hillion
Cash at Emergence $1.6 billion
Total Sources $57.65 hillion

This Plan funding includes a historic amount of new equity in PG&E, which will ensure
that PG&E is sufficiently capitalized as it emerges from Chapter 11. The anticipated equity raise
in connection with PG&E’s emergence will be the largest capital raise in the Utility industry and
one of the largest in all of corporate history.”® PG&E’s post-emergence financial plan
contemplates additional equity contributions even beyond the sizeable infusion at exit. In sum,
PG&E expects to issue $9 billion of equity to fund its Plan (in addition to the $6.75 billion equity
payment to the Fire Victim Trust), and also commits to $6 billion of equity contributions at the

Utility over time.” These additional equity contributions will be used to deleverage the Utility

% Feb. 28, 2020 Tr. at 581 (cross-examination testimony of Mr. Wells); id. at 667:11-12 (PG&E “ha[s]
put forward a plan that is fully capitalized.”).

 Id. at 575-76, 667.
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and pay down the Temporary Utility debt.'” The significant amount of new equity, both upon
emergence and over time, sufficiently capitalizes PG&E to be in line with its investment-grade
utility peers including in California.'"!

PG&E’s plan funding also includes reinstated, relatively low-coupon Utility debt,
refinanced, lower-cost debt under the Noteholder RSA, new Utility and PG&E Corporation debt
that will be issued in the market at exit, and the Temporary Utility debt. Under its Plan, PG&E
will pay wildfire claims primarily with a mix of equity and the Temporary Utility debt. This
payment is expected to result in significant net operating losses (“NOLs”), which are tax benefits
that arise because wildfire claims costs are deductible business expenses. NOLs are generated
when a business’s tax deductions are more than its taxable income in a given year. The NOLs
then can be used in future years to reduce PG&E’s tax liabilities, resulting in cash flows
associated with those future tax liabilities avoided through use of the NOLs. The NOLs (and
associated cash flows) constitute a unique and valuable shareholder asset that may not be fully
reflected in capitalization ratios, the balance sheet, or other metrics.'”? Importantly, this
shareholder asset counterbalances the incremental Temporary Utility debt from a leverage

perspective; practically, associated cash flows will be used to delever over time after emerging,

19 1d. at 575-76 (cross-examination testimony of Mr. Wells); see PG&E-01 at 2-17 — 2-18 (opening
testimony of Mr. Wells) (“PG&E anticipates that $6 billion in Temporary Utility debt would be used to
pay wildfire claims. This portion of the Utility’s debt would be paid off, if approved by the Commission,
from the proceeds of a post-emergence rate-neutral $7 billion securitization transaction. Alternatively, the
$6 billion would be retired with proceeds from shareholders. PG&E plans to use cash flows from NOLs
to support the $6 billion of Utility debt used to fund wildfire claims.”)

' £.g., PG&E-01 at 3-8 (opening testimony of Mr. Plaster); Feb. 26, 2020 Tr. at 204:24-26 (cross-
examination testimony of Mr. Johnson); Feb. 26, 2020 Tr. at 302:14-27 (cross-examination testimony of
Mr. Plaster); Feb. 28, 2020 Tr. at 527-28, 558 (cross-examination testimony of Mr. Wells).

192 Mar. 4, 2020 Tr. at 1378-79 (cross-examination testimony of Mr. Gorman). See, e.g., D.84-05-036
(1984) (“Tax losses are assets that belong to the shareholders who are responsible for the expenses which
created the tax loss, and thus are entitled to the related tax benefit”); D.14-08-032 (2014) (“[W]hen
deductions are not part of utility cost of service but derive from shareholder funds, the deductions are the
property of shareholders”).
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in connection with the contemplated securitization transaction or by paying down the Temporary
Utility debt. While not shown on the balance sheet, lenders will understand that the NOL asset
counterbalances the Temporary Utility debt (and will be used to take out that debt, whether or
not in connection with securitization). Critically, intervenors support PG&E’s proposed use of
the NOLs as a shareholder asset that can be used to reduce leverage.'*

Questions were raised, both in the testimony of other parties and during the hearings,
about PG&E’s leverage at exit; for example, A4NR argued that “the PG&E Plan is an amalgam
of overleverage ... [and] insufficient new equity,”'* and CCSF pointed to certain “risks”
associated with higher leverage.'” Generally, intervenors did not elaborate on these arguments
or proffer support for alternative financing scenarios that would assuage these concerns.!%
Indeed, there is no record evidence supporting a feasible alternative proposal for how to finance

PG&E’s exit from Chapter 11 and provide expeditious and fair compensation to wildfire victims.

103 See Mar. 3, 2020 Tr. at 1221-22 (cross-examination testimony of Margaret A. Meal) (“Q. And you
would support the use of the NOLs [to pay down the temporary utility debt] because that would help
reduce leverage? A. Correct.”).

See also Mar. 4, 2020 Tr. at 1378:1-1379:2 (cross-examination testimony of Mr. Gorman):

“Q. [R]egardless of securitization, PG&E will use the net operating losses to pay down the temporary
utility debts, so those net operating losses are an asset of the company; correct?

A Yeah, they will use them to reduce the amount of income tax they will ultimately pay to government
tax authorities, yes.

Q Soit’s a shareholder asset?

A The shareholders incurred the loss, the write-off, and they are entitled to the full benefit of the taxes
except for their obligation to pay off this temporary utility debt.”

19 A4NR-02 at 14.
15 E g., CCSF-01 at 9:12—11:15 (reply testimony of Ms. Meal).

1 £ g., Mar. 3, 2020 Tr. at 1186—1187 (cross-examination testimony of Ms. Meal) (“Q. What would
PG&E’s financial strength or flexibility have been had PG&E not filed for bankruptcy in January 2019?
A. [T]he difficulty I’'m having with that question is I don’t know what PG&E would have done absent
the bankruptcy. Q. And so therefore you have no opinion? A. That’s correct.”).
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More importantly, these concerns about leverage and capitalization ignore five critical
elements of PG&E’s Plan and post-emergence financial profile. First, PG&E’s Plan provides for
a historic amount of new equity (particularly remarkable given looming market uncertainty
caused by recent events).'”” Second, PG&E’s quantitative metrics at exit will be in line with
industry peers, including SCE, and consistent with an investment grade issuer credit rating.'%
Indeed, as John Plaster testified, PG&E’s “financial metrics” will “be much stronger than the
ultimate rating [PG&E] would receive.”!” Third, as already described, PG&E has committed to
additional future equity contributions over time, including using the NOLSs to pay down the
Temporary Utility debt. Fourth, the NOLs are a unique shareholder asset that is not reflected in
rate base and presently counterbalances the Temporary Utility debt. Shareholders typically own
rate base assets, which are reflected in a utility’s cost of service and form the basis of the overall
rate of return. However, the NOLs constitute a substantial asset owned by shareholders and not
reflected in rate base and, for this reason, are an unusual feature of PG&E’s post-emergence
financial profile. Fifth, PG&E’s financial projections also reflect the financing of PG&E’s

shareholder-funded contributions to the Wildfire Fund, a statutory requirement under AB 1054

107 Feb. 28, 2020 Tr. at 554 (cross-examination testimony of Mr. Wells) (“we’ve seen incredible
disruption this week with the Corona virus [sic]”).

198 Feb. 26, 2020 Tr. at 204:24-26 (cross-examination testimony of Mr. Johnson) (“My recollection is that
the leverage level is about consistent with Southern Cal Edison.”); Feb. 26, 2020 Tr. at 302:14-27 (cross-
examination testimony of Mr. Plaster) (“I then review the financial plan that the company filed with the
Commission and looked at the leverage metrics on that. And I compared the business risk into the two
closest comps, the two other California utilities. ... I believe that the agencies will initially be more
conservative around business risk for PG&E than it is for the other two companies. But that their leverage
metrics, you know, are aligned with investment grade credit metrics.”); PG&E-01 at 3-8 (opening
testimony of Mr. Plaster) (“Under the contemplated PG&E Plan, PG&E’s leverage profile falls within the
investment grade category for the broad regulated utility sector.”); Feb. 28, 2020 Tr. at 558:5-10 (cross-
examination testimony of Mr. Wells) (“What I was trying to convey with that statement is that on a
unsecured and secured basis, I do believe that the quantitative metrics the company is proposing under its
financial plan would qualify for investment grade.”); Feb. 28, 2020 Tr. at 527-28 (cross-examination
testimony of Mr. Wells).

19 Feb. 26, 2020 Tr. at 278:19-23 (cross-examination testimony of Mr. Plaster).
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associated with participation in the Wildfire Fund''? that is unrelated to PG&E’s bankruptcy and
broadly applicable to all participating utilities.

Despite these considerations, CCSF criticizes the leverage under PG&E’s Plan by
comparing PG&E’s ratio of total debt to rate base upon emergence to that same ratio over the
2016-2018 period. ''! But any such comparison must account for the fact that some debt upon
emergence will not actually fund rate base. Specifically, $2.5 billion of Utility debt will be used
for PG&E’s contributions to the Wildfire Fund and $6 billion of Temporary Utility debt will pay
wildfire claims, and the latter is counterbalanced by a shareholder asset—the NOLs. Once that
debt is excluded from the ratio, PG&E’s debt-to-rate-base metric aligns with CCSF’s proposed
2016-2018 baseline.''?

4. The Plan Enables PG&E To Raise The Debt And Equity Needed For
Exit.

PG&E initially filed for Chapter 11 in part to restore financial stability and assure access
to the capital and resources necessary to sustain and support PG&E’s ongoing operations and
continue investing in its systems infrastructure and critical safety and wildfire prevention
initiatives. The protections of Chapter 11 and the debtor-in-possession financing have met these
needs during the bankruptcy process. By resolving PG&E’s substantial prepetition liabilities and
refinancing high-coupon prepetition debt, the Plan restores PG&E to a position of financial
health. Since “PG&E’s Plan positions the Utility as financeable and financially healthy upon

emergence,” PG&E “is confident that it will be able to attract the capital, both debt and equity,

10 See Pub. Util. Code §§ 3280(b), (i), 3292(a).
T CCSF-01 at 7, tbl.2; see also CCSF-01, Attachment B.
12 Mar. 3, 2020 Tr. at 1202-1204 (cross-examination testimony of Ms. Meal).
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needed to fund PG&E’s Plan and to maintain ready access to capital markets after emergence” in
order to meet its ongoing operational needs.!'!?

Utilities across the country, and in California specifically, generally benefit from strong
credit ratings for their debt based on “stable cash flows, a monopoly franchise, and a predictable
regulatory environment.”'!* This, in turn, assures broad and deep access to debt markets.!'!®
However, in recent years, California utilities and PG&E specifically have seen a significant
erosion in their credit standing. As intervenors note, PG&E held a position of relative financial
strength with investment grade credit ratings in 2017.'¢ Yet, according to CCSF, this also was a
time when “PG&E’s risk exposure to wildfires was not yet widely recognized,” including by
financial markets.!!” The devastating 2017 and 2018 wildfires placed this latent risk exposure in
stark relief and, together with application of California’s inverse condemnation law and the
Commission’s decision denying the reasonableness and rate recovery of SDG&E’s wildfire
claims recorded in its Wildfire Expense Memorandum Account in late 2017,''® caused a
significant shift in how financial markets and rating agencies view the business risk for electric

utilities in California.!'® As noted above, this realignment recognizing the wildfire and related

risks facing utilities in California was not limited to PG&E. SCE and SDG&E also experienced

'3 PG&E-01 at 2-23 (opening testimony of Mr. Wells).
14 PG&E-01 at 3-5 (opening testimony of Mr. Plaster).
"5 PG&E-01 at 3-11 (opening testimony of Mr. Plaster).

16 CCSF-01 at 8 (reply testimony of Ms. Meal); TURN-EPUC-IS-02 at 21:8-12 (reply testimony of Mr.
Gorman); see also JCCA-01 at 24:9—-10 (reply testimony of Mr. Beach) (noting that Mr. Plaster “does not
state that PG&E will return immediately to the credit ratings that it enjoyed before bankruptcy™).

"7 CCSF-01 at 7:17-18 (reply testimony of Ms. Meal).
8 pG&E-X-03; CCSF-01, Attachment L at 5.

19 Feb. 28, 2020 Tr. at 559-60, 662, 675-76 (cross-examination testimony of Mr. Wells); PG&E-01 at 3-5
(opening testimony of Mr. Plaster).
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downgrades in their credit ratings over the same 2018-2019 period.!?® Passage of AB 1054 has
had a net positive effect on credit ratings and partially addresses the negative outlook for electric
utilities in California. Yet, for example, absent further information regarding AB 1054’s
implementation, rating agencies have not yet increased SCE’s credit rating.'?! Accordingly, AB
1054 has brought much needed stability to California utilities’ financial outlook, though “credit
outlook remains contingent on constructive regulatory implementation of the legislation.”!??
Given this context, PG&E expects to emerge with quantitative metrics comparable to its
peers and in line with an investment grade rating.!”> PG&E also expects to receive an
investment grade rating for its secured debt at exit,'?* though ratings on unsecured debt are
anticipated to be rated below investment grade at exit. This reflects the potential for rating
agencies’ assessment of PG&E’s qualitative business risk, not its quantitative metrics.'”® PG&E

plans to issue investment grade secured debt, including first mortgage bonds, for its exit

financing.'*® Secured first-mortgage-bond debt is a common structure for utilities given the

120 PG&E-X-05 at BM-11 (noting SDG&E credit ratings from 2017-2019); PG&E-X-03; Mar. 3, 2020 Tr.
at 1200 (cross-examination testimony of Ms. Meal); Mar. 4, 2020 Tr. at 1347-48 (cross-examination
testimony of Mr. Gorman).

121 Feb. 28, 2020 Tr. at 559-60 (cross-examination testimony of Mr. Wells).
12 PG&E-01 at 3-5 (opening testimony of Mr. Plaster); id. at 3-5 — 3-6.

'3 E£.g., PG&E-01 at 3-8 (opening testimony of Mr. Plaster); Feb. 26, 2020 Tr. at 204:24-26 (cross-
examination testimony of Mr. Johnson); Feb. 26, 2020 Tr. at 302:14-27 (cross-examination testimony of
Mr. Plaster); Feb. 28, 2020 Tr. at 527-28, 558 (cross-examination testimony of Mr. Wells).

124 Feb. 26, 2020 Tr. at 279 (cross-examination testimony of Mr. Plaster); Feb. 28, 2020 Tr. at 526:18-26
(cross-examination testimony of Mr. Wells); PG&E-01 at 2-3:12—17 (opening testimony of Mr. Wells), 3-
1:11-13 (opening testimony of Mr. Plaster).

125 Feb. 26, 2020 Tr. at 302:22-27 (cross-examination testimony of Mr. Plaster); PG&E-01 at 3-7 — 3-8
(opening testimony of Mr. Plaster) (“Under the contemplated PG&E Plan, PG&E’s leverage profile falls
within the investment grade category for the broad regulated utility sector.”); Feb. 28, 2020 Tr. at 527-28
(cross-examination testimony of Mr. Wells).

126 PG&E-01 at 3-8 (opening testimony of Mr. Plaster);
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relative cost efficiencies.!?’ Indeed, even “many utilities that have high investment grade ratings
make the determination to issue first mortgage bonds to access the market on a more cost-
efficient basis.”'?® There is healthy demand for secured utility debt and at favorable rates.'?’ In
Mr. Plaster’s opinion, “PG&E will be able to issue investment grade rated first mortgage bonds
that will attract more than enough capital from institutional investors to fund PG&E’s Plan and
its capital needs upon emergence.”'*® Moreover, “the Noteholder RSA provides significant
certainty, and committed financing on reasonable terms and conditions, for the vast majority of
the Utility’s long-term debt included in the Plan funding.”*! And, for a portion of the
contemplated debt issuance in the market, PG&E also has secured a “bridge” facility that
likewise “is committed financing” and “provides significant certainty to PG&E” that it will be
able to issue debt at exit “even if debt market conditions deteriorate.”!*?

PG&E also has obtained equity “‘backstop’ commitments to ensure that sufficient funds
at an acceptable price will be available when the Plan becomes effective, even if market
conditions deteriorate.”'** These “commitments demonstrate robust interest by investors to

invest equity in PG&E Corporation and provide certainty that PG&E will have sufficient equity

to consummate PG&E’s Plan for emergence.”'** The assurance provided by these commitments

27 PG&E-01 at 3-13 (opening testimony of Mr. Plaster); Feb. 26, 2020 Tr. at 283:3-5 (cross-examination
testimony of Mr. Plaster) (“issu[ing]first mortgage bonds” is “a very common practice in the utility
sector”).

128 Feb. 26, 2020 Tr. at 283:6-10 (cross-examination testimony of Mr. Plaster).
12 PG&E-01 at 3-11 — 3-13 (opening testimony of Mr. Plaster).

30 PG&E-01 at 3-14 (opening testimony of Mr. Plaster).

B PG&E-01 at 2-23 (opening testimony of Mr. Wells).

132 PG&E-01 at 2-36 (opening testimony of Mr. Wells).

133 PG&E-01 at 2-24 (opening testimony of Mr. Wells).

134 PG&E-01 at 2-24 (opening testimony of Mr. Wells).
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is particularly significant given recent market uncertainty,'*> and PG&E shareholders, not

customers, will be responsible for the fees associated with these “backstop” commitments.'*®
Even so, “PG&E anticipates effectuating the equity issuance contemplated by PG&E’s Plan
through market transactions in order to obtain the most favorable pricing and other terms.”!3’
S. The Plan Provides PG&E A Clear Path Toward Improving Its Credit
Ratings And Maintaining Access to Capital Markets After
Emergence.
After emerging, PG&E “expects to have a clear path towards further improving its credit

ratings over time,”!*

and improved credit ratings will bring even more robust access to debt and
equity capital. Improvement in PG&E’s credit rating “will depend not only on PG&E’s future
operational and financial performance but also on constructive implementation of the new
statutory and regulatory regime, including AB 1054, by the Commission, and the Utility’s
participation in the Wildfire Fund.”'*® As Mr. Wells testified, PG&E carries the “burden of
proving that we can execute on our financial plan post emergence.”!*’ As Mr. Plaster testified,
he “believe[s] that the [rating] agencies will initially be more conservative around business risk
for PG&E than it is for the other two companies [SCE and SDG&E][,] [b]ut that [PG&E’s]

leverage metrics ... are aligned with investment grade credit metrics.”'*! More broadly, the

outlook for PG&E and the other California utilities also should improve “particularly as the

135 Feb. 28, 2020 Tr. at 554 (cross-examination testimony of Mr. Wells) (“we’ve seen incredible
disruption this week with the Corona virus”).

136 PG&E-08 at 2 (“PG&E will not seek recovery of ... equity backstop fees”).
37 PG&E-01 at 2-24 (opening testimony of Mr. Wells).
38 PG&E-01 at 2-23 (opening testimony of Mr. Wells).
139 PG&E-01 at 2-23 (opening testimony of Mr. Wells).
140 Feb. 28, 2020 Tr. at 560:19-21 (cross-examination testimony of Mr. Wells).

141 Feb. 26, 2020 Tr. at 302 (cross-examination testimony of Mr. Plaster); see also PG&E-01 at 3-7 — 3-8
(opening testimony of Mr. Plaster).
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rating agencies gain comfort with the consistent regulatory implementation of AB 1054 and
system hardening and safety initiatives prove effective.”'*> Thus, greater certainty regarding
PG&E’s future operational and financial performance and implementation of AB 1054 provide
PG&E “a clear path towards further improving its credit ratings over time.”'** Moreover,
PG&E’s preferred path of a post-emergence, rate-neutral securitization transaction would further
support this improvement!4*—a fact that intervenors also recognize.'*’

Given PG&E'’s financial position upon emergence and its path towards further improving
its credit ratings, “PG&E is confident that it will be able ... to maintain ready access to capital
markets after emergence.”!*® PG&E’s ability to issue investment grade secured bonds will
provide robust access to debt markets after emergence.'*’” And given the demand for the

“backstop” commitments and healthy demand for utility equity in general, PG&E also

anticipates ample access to equity markets after emerging.'*®

2 PG&E-01 at 3-20 (opening testimony of Mr. Plaster).
3 PG&E-01 at 2-23 (opening testimony of Mr. Wells).

144 As described further below, securitization can improve both quantitative metrics (see Feb. 28, 2020 Tr.
at 670-71 (cross-examination testimony of Mr. Wells); id. at 674-75 (redirect examination testimony of
Mr. Wells)) as well as the rating agencies’ qualitative assessment of PG&E’s business risk (see id. at 675-
76 (redirect examination testimony of Mr. Wells)).

145 Mar. 3, 2020 Tr. at 1220:21-25 (cross-examination testimony of Ms. Meal) (Q. So securitization could
have a positive impact on both quantitative and qualitative factors affecting PG&E’s credit rating;
correct? A. It would vary depending on the specifics of the situation, but, yes.); Mar. 2, 2020 Tr. at
1037:22-1039:22 (cross-examination testimony of Catherine E. Yap); CLECA-01 at 23:1-2 (“[ appreciate
the fact that securitizing debt has the potential to improve PG&E’s credit rating and correspondingly
reduce overall debt costs”).

146 PG&E-01 at 2-23 (opening testimony of Mr. Wells).

T PG&E-01 at 2-23 (opening testimony of Mr. Wells); PG&E-01 at 3-14 (opening testimony of Mr.
Plaster).

8 PG&E-01 at 2-24 (opening testimony of Mr. Wells); PG&E-01 at 3-20 (opening testimony of Mr.
Plaster).
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6. PG&E’s Contemplated Securitization Would Further Support
PG&E’s Path To An Investment-Grade Issuer Rating.

Separate from PG&E’s Plan and the plan funding, PG&E also contemplates a single post-
emergence securitization transaction of approximately $7 billion for wildfire claims costs that
would be rate-neutral, on average, to customers.'*® The securitization would replace the
Temporary Utility debt and is PG&E’s preferred path for financing these claims costs in a cost-
efficient, rate-neutral, and customer-protective manner. If the Commission approves the
proposed securitization as requested, PG&E will make two critical customer-protective
commitments, as will be repeated in PG&E’s forthcoming securitization application.

1. The securitization will be neutral, on average, to customers. Since PG&E’s Plan
does not include or depend on this securitization, it is not subject to the
requirements of AB 1054, but PG&E would nonetheless commit to rate neutrality.

2. If the Commission approves the proposed securitization as requested, PG&E will
not seek any other recovery of 2017 or 2018 wildfire claims costs. The Plan is
already rate-neutral because the Plan does not propose to recover 2017 or 2018
wildfire claims costs from customers.

Approval of the transaction would inure to the benefit of both PG&E and customers
because of these commitments and otherwise. All else equal, securitization’s potential to
improve the Utility’s credit rating “will reduce the cost of financing over time for the benefit of
all customers,” and approval of the transaction also “will provide for the acceleration of the
deferred payment to the Fire Victim Trust for the benefit of individual wildfire victims and the

other beneficiaries of that trust.”'*° Securitization is more cost-efficient (more favorable rates)

9 PG&E-01 at 2-15, 2-17 — 2-18 (opening testimony of Mr. Wells); PG&E-08 at 3.
50 PG&E-01 at 2-2, 2-15 (opening testimony of Mr. Wells).

42-



than traditional forms of utility debt financing!®! and would provide significant benefits—both
quantitative and qualitative—with respect to PG&E’s credit rating. This would support PG&E’s
path to an investment-grade issuer rating. Quantitatively, securitization reduces debt from the
balance sheet under Standard & Poor’s methodology, improving key financial metrics assessed
by rating agencies.!>? Qualitatively, approval of such a securitization transaction could improve
the assessment of the business risk and regulatory climate, sending a positive signal to financial
markets.!>
7. Section 854: The Plan Will Improve PG&E’s Financial Condition and
Benefit State and Local Economies and Communities. (Scoping Memo
§ 4.6)

As noted, the Administrative Law Judge’s Ruling on Public Utilities Code Section 854
ruled that specific criteria from Section 854 would be considered — not as mandatory
requirements, but as part of the Commission’s general public interest review of PG&E’s Plan —
including the criteria that the Plan “[m]aintain or improve the financial condition of the resulting
public utility doing business in the state” and “[b]e beneficial on an overall basis to state and

local economies, and to the communities in the area served by the resulting public utility.”!>*

BSIPG&E-01 at 3-4.

152 PG&E-X-04 (S&P, Key Credit Factors for the Regulated Utilities Industry (Nov. 19, 2013) at 16 9 69
—17 9 71 (describing off-balance-sheet treatment of securitized debt); Feb. 28, 2020 Tr. at 670-71 (cross-
examination testimony of Mr. Wells); id. at 674-75 (redirect examination testimony of Mr. Wells).

153 Feb. 28, 2020 Tr. at 675-76 (redirect examination testimony of Mr. Wells); Mar. 3, 2020 Tr. at 1220
(cross-examination testimony of Ms. Meal); Mar. 2, 2020 Tr. at 1037:22—-1039:22 (cross-examination
testimony of Ms. Yap); CLECA-01 at 23:1-2. See also CCSF-01 Attachment H (Moody’s, Rating
Methodology: Regulated Electric and Gas Utilities, June 23, 2017) at 44—45 (describing potential general
benefits of securitization); id. at 6—11 (describing how supportive regulatory decisions can favorably
affect rating agency evaluation); PG&E-X-04 (S&P, Key Credit Factors for the Regulated Utilities
Industry (Nov. 19, 2013)) at 6 4 21-8 9 30 (“We base our assessment of the regulatory framework’s
relative credit supportiveness on our view of how regulatory stability, efficiency of tariff setting
procedures, financial stability, and regulatory independence protect a utility’s credit quality and its ability
to recover its costs and earn a timely return.”).

134 Pub. Util. Code § 854(c)(1), (6); Administrative Law Judge’s Ruling on Public Utilities Code Sectin
854 (Nov. 27, 2019), at 11.
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PG&E has demonstrated that its Plan satisfies these criteria, and no party has put forth evidence
to the contrary.

PG&E was in financial distress before filing for Chapter 11. Emergence from bankruptcy
pursuant to PG&E’s Plan will allow PG&E to provide expeditious compensation to wildfire
victims, satisfy its prepetition obligations, raise the necessary funds for emergence, and
strengthen its financial position going forward.!*> This represents a marked improvement to
PG&E’s financial condition.

PG&E’s Plan will also provide financial benefits to state and local economies and to
communities. As described in Part II.D.1.b, PG&E’s Plan provides for the satisfaction of Public
Entities Wildfire Claims, which will provide compensation that will benefit local economies and
communities. More broadly, emergence pursuant to PG&E’s Plan will facilitate capital
expenditures to improve the safety and reliability of PG&E’s system, which will redound to the
benefit of communities and the State as a whole, whose economies rely on access to energy.'*°
Those capital expenditures also drive contributions in the form of property taxes and franchise
fees to the counties and cities where PG&E owns and operates gas and electric infrastructure.'>’
Interest rate savings that result from PG&E’s Plan will be passed on to customers in the form of
lower rates, which will also benefit local economies.

Thus, the Commission’s approval of PG&E’s Plan is supported by the applicable

financial considerations of Section 854.

155 PG&E-01 at 12-2 (opening testimony of Mr. Kenney).
136 Id. at 12-5 (opening testimony of Mr. Kenney).
157 [d
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8. The Record Overwhelmingly Supports Approving PG&E’s Proposed
Adjustments To Its Ratemaking Capital Structure.

The Utility will emerge from bankruptcy with a balanced capital structure and anticipates
complying with the regulatory capital structure authorized in D.19-12-056, provided certain
adjustments are made.'*® Specifically, PG&E has proposed three sets of adjustments consistent
with the overarching goal of the ratemaking capital structure, which is to identify the mix of debt
and equity funding for rate base.

First, consistent with Section 3292(g), “PG&E adjusts [the common equity balance] for
the after-tax charge to earnings associated with [PG&E’s anticipated contributions to the
Wildfire Fund] but does not make any adjustments for the use of debt or equity funding” since
PG&E has proposed to fund these contributions with a mixture of both debt and equity at levels
consistent with PG&E’s authorized capital structure.'>

Second, “PG&E anticipates issuing Temporary Utility debt of $6 billion to pay wildfire
claims. This debt would also not be used to finance assets in the Utility’s rate base ....
Accordingly, debt issued to pay claims should be excluded from the calculation of the debt
portion of the capital structure. Also, the amount of the book value of equity must be increased
by the after-tax amount of the claims paid that are not financed with equity, which is also equal
to the after-tax amount of the debt issued to pay the claims.”!®
Third, PG&E intends to finance certain Community Wildfire Safety Program capital

expenditures with securitized debt, consistent with PG&E’s 2020 General Rate Case Settlement

Agreement and Section 8386.3(e). “[A]ny such debt, including any conventional debt financing

8 PG&E-01 at 2-21 — 2-22; PG&E-07 at 2-22 — 2-22A.

139 PG&E-08 at 5-6; see also PG&E-01 at 2-21 — 2-22; PG&E-07 at 2-22 — 2-22A. See D.18-07-037 at
25-26.

160 pG&E-01 at 2-22.
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of these expenditures prior to refinancing with securitized debt, should be excluded from the
calculation of the capital structure for compliance and ratemaking purposes.”!¢!

No party contested the basic principle put forward by PG&E regarding the objective of
the regulatory capital structure. In fact, TURN, EPUC, and IS agree that, “in this case,” PG&E’s
effort to reflect this overarching principle is “a reasonable objective.”'®? In addition, no party
disagreed or took issue with the first and third adjustments proposed by PG&E. Regarding the
second proposed adjustment (for Temporary Utility debt), TURN, EPUC, and IS wanted
additional clarification and, specifically, proposed to exclude the $6.75 billion of PG&E
Corporation stock paid to the Fire Victim Trust. However, after the hearings, it appears that
TURN, EPUC, IS and PG&E agree that, except insofar as the equity payment to the trust
extinguishes the non-cash charge and thereby restores the common equity balance by removing
the effect of the non-cash charge, the payment ultimately does not alter (and therefore is

essentially excluded from!3) the Utility’s equity balance for ratemaking purposes.!'®*

16l PG&E-07 at 2-22 — 2-22A.

12 TURN-EPUC-IS-02 at 25:5-7 (Reply Testimony of Mr. Gorman); Mar. 3, 2020 Tr. at 1246-47 (cross-
examination testimony of Mr. Gorman) (“[I]n this case, I believe that’s a reasonable objective.”).

163 Since the equity contribution itself has no effect on the Utility’s equity balance (except insofar as it
extinguishes the non-cash charge), technically there is nothing to “exclude.” See TURN-EPUC-IS-02 at
25-26 (Reply Testimony of Mr. Gorman) (“The CPUC should require PG&E to adjust its common equity
to reflect common equity capital that is being used to satisfy wildfire damage claims. ... [TThis $6.75
billion of common equity capital should also be removed from the ratemaking capital structure, under the
standard proposed by PG&E.”).

164 Mar. 4, 2020 Tr. at 1381-82 (cross-examination testimony of Mr. Gorman) (“With respect to the $6.75
billion, it does appear to be equity issues at parent company level. It may or may not have implications at
the capital utility level, but to the extent it does, then that should be considered in forming the appropriate
utility ratemaking cap structure. With respect to the write-offs of contributions in the trust or wildfire
victim funds, to the extent it’s non-cash write-off and it’s funded by other vehicles such as the temporary
utility debt, if the utility follows through with paying off that debt as quickly as possible, then I wouldn’t
oppose reversing those write-offs.”); see id. at 1381-86.
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Accordingly, the record in this proceeding overwhelmingly supports PG&E’s proposed
adjustments for calculating the ratemaking capital structure, and the Commission should confirm

them.'®> The Commission’s decision should determine and approve the following:

o PG&E’s proposed capital structure adjustments as acceptable because they
accurately measure the amounts of debt and equity that are financing rate base by
removing the impacts of financing wildfire claims and the Wildfire Fund on the
ratemaking capital structure. Specifically, in determining the ratemaking capital
structure, authorize PG&E to:

o Exclude the after-tax charge related to the amortization of the Utility’s
initial and subsequent contributions to the Wildfire Fund;

o Exclude the $6 billion in Temporary Utility debt used to fund payment of
wildfire claims;

o Exclude the after-tax charge to equity resulting from wildfire charges;

o Exclude from the ratemaking capital structure the conventional and

securitized debt used to fund certain wildfire mitigation capital
expenditures that are precluded from earning a return on equity, as
provided for in Public Utilities Code Section 8386.3(e).

B. Rates And Rate Neutrality (Scoping Memo 88§ 4.1, 4.4, 4.5)

For the Utility to be eligible to participate in the Wildfire Fund, the Commission must
“determine[] that the reorganization plan and other documents resolving the insolvency
proceeding are ... neutral, on average, to the ratepayers of the electrical corporation.”'*® The
plain language of this provision directs the Commission to determine whether “the
reorganization plan and other documents resolving the insolvency proceeding” cause customers

to bear costs that they would not have borne but for PG&E’s Plan. This provision does not

165 Consistent with PG&E’s prepared testimony, these proposed adjustments would “apply equally with
respect to the ratemaking capital for purposes of the holding company conditions (see D.96-11-017 and
D.19-12-056) as well as the affiliate transaction rules (see D.06-12-029 (Rule IX.B.)), including in
connection with any dividends. Alternatively, the Commission could issue a waiver from compliance
with the authorized capital structure as contemplated in A.19-02-016 for these same purposes.” PG&E-01
at 2-21 n.47 (opening testimony of Mr. Wells).

166 pyb, Util. Code § 3292(b)(1)(D).
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preclude PG&E from recovering reasonable costs in the normal course, including rates reviewed
as part of the General Rate Case or other proceedings. Instead, the provision was designed to
ensure that the plan of reorganization (and the associated bankruptcy process) would not be used
as a mechanism to force rate increases on customers that the Commission would not have time to
meaningfully review due to the June 30, 2020 deadline set by AB 1054.

For example, if the reorganization plan included rate increases to fund wildfire claims,
the Commission would be in the difficult position of having to decide on a compressed timeline
whether to reject the plan or approve the rate increases—or else wildfire victims would not be
timely compensated and the Utility would not be eligible to participate in the Wildfire Fund.

The “neutral, on average” requirement was meant to prevent a situation of that kind.
Accordingly, the key inquiry for the Commission is whether there is cost recovery directly linked
to the reorganization plan or other documents resolving the bankruptcy proceeding. Cost
recovery outside of that specific context does not raise the same concerns because the
Commission may proceed with its normal review process.

1. PG&E’s Plan Is Not Only “Neutral, On Average,” But Creates
Customer Benefits.

PG&E’s Plan is “neutral, on average” because the Plan does not impose any net costs on
customers. In fact, the Utility and its customers will be better off under PG&E’s Plan than they
would have been absent the bankruptcy because the Plan creates interest cost savings that will
reduce rates going forward.

(a) PG&E’s Plan Does Not Increase Rates.

PG&E’s Plan does not by its terms increase rates, and no intervenor contends

otherwise.'” Unlike the situation AB 1054 sought to prevent, PG&E’s Plan does not increase

17 Mar. 2, 2020 Tr. at 1023:8-19 (cross-examination testimony of Ms. Yap) (confirming “the Plan of
Reorganization doesn’t propose costs per se except for the financing. I focused on that.”); Mar. 3, 2020
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rates to fund prepetition wildfire claims; rather, the Plan funds the settlement of such claims
through a combination of equity and shareholder-funded debt. Although certain intervenors
argue that PG&E should be precluded from seeking recovery of wildfire claims costs in the
future,'® that issue is not before the Commission because PG&E is not requesting recovery of
such costs through its Plan, and there is no record that would justify such a decision. PG&E’s
preferred path after emergence is a rate-neutral, customer-protective securitization of
approximately $7 billion. If the securitization is approved as requested, the Utility will not seek
any other recovery of 2017 or 2018 wildfire claims costs. PG&E has not determined whether it
would seek to recover wildfire claims costs in the event the securitization application is not
approved,'® but this potential future contingency is not governed by the rate neutrality provision
of Section 3292, for two reasons: first, because it is not part of PG&E’s Plan, and second,
because by definition any future Commission decision authorizing recovery of such costs would
be unrelated to the Plan but instead would be based on the application of standards for cost

recovery that apply independent of the Chapter 11 case.

Tr. at 1188:17-26 (cross-examination testimony of Ms. Meal) (confirming no disagreement with PG&E’s
evaluation of rates); Mar. 4, 2020 Tr.at 1286:19-28 (cross-examination testimony of Mr. Beach)
(confirming direct rate impacts of the Plan will be savings resulting from Cost of Capital update); id. at
1341:7-18 (cross-examination testimony of Mr. Gorman) (confirming the Utility has not proposed to
increase customer rates to reflect claimed potentially increased costs).

1% See TURN-EPUC-IS-01, at 11-12.
199 See Mar. 3, 2020 Tr. at 1097:4-1098:10 (cross-examination testimony of Mr. Kenney).
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(b) PG&E’s Plan Will Reduce Rates.

As described above, PG&E’s Plan creates $1.4 billion in nominal interest cost savings,
which will be realized over time. These savings result from the refinancing of certain high-
coupon prepetition debt as part of the Noteholder RSA, which could not have been accomplished
outside the bankruptcy process.!”’ Depending on the discount rate and duration of savings used,
the net present value of such savings ranges from approximately $1 billion to $683 million.!”!
Although certain intervenors presented calculations showing lower interest cost savings, those
calculations are flawed, and regardless, the parties broadly agree with the bottom line that

PG&E’s Plan creates substantial interest cost savings.

170 See PG&E-01, at 2-18-2-19 (opening testimony of Mr. Wells). During the evidentiary hearings,
several parties acknowledged that the refinancing accomplished as part of the Noteholder RSA was an
opportunity created by the bankruptcy proceeding. See, e.g., Mar. 4, 2020 Tr. at 1286:5-16 (cross-
examination testimony of Mr. Beach) (in response to question suggesting PG&E could not have done the
refinancing absent the bankruptcy, Mr. Beach responded: “Yes. I’ll agree that that was the result of the
bankruptcy.”); id. at 1335:13-26 (cross-examination testimony of Mr. Gorman) (“I acknowledge that
there may have been interest rate savings associated with high coupon debt that you were able to
refinance down to market levels that you may not have been able to economically refinance absent the
bankruptcy.”).

"l See PG&E-15. The 4.75% discount rate used by PG&E reflects the average coupon of the debt, or the
risk adjusted cost of secured debt capital for the Utility. Certain intervenors asserted that a more
appropriate discount rate from the perspective of customers is the Utility’s weighted average cost of
capital, 7.81%. See CLECA-01, at 17:18-18:1; TURN-EPUC-IS-01, at 9, n.27.
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PG&E TURN- CLECA CCSF Beach
EPUC-IS

NPV $683M- $700M173 $694M174 $450M- $415M-
Interest $943M172 $600M 175 $796M176
Cost Savings

The interest cost savings created by PG&E’s Plan will translate to rate reductions in the
Cost of Capital update following PG&E’s emergence from bankruptcy.!”” Based on the
Noteholder RSA and anticipated interest rates for the new debt to be issued at emergence under
PG&E’s Plan, the Utility anticipates that its post-emergence cost of debt will be significantly
lower than the current 5.16% authorized by the Commission in the Cost of Capital Decision.

Customers will experience a net rate reduction under PG&E’s Plan because the interest
cost savings exceed the bankruptcy-related costs that PG&E seeks to recover. Many parties
implicitly or explicitly acknowledged that the Plan is “neutral, on average” under these

circumstances.'’®

172 PG&E-15.
173 TURN-EPUC-IS-01, at 9, n.27.
7% CLECA-01, at 17:18-18:1.

175 CCSF-01, at 27:1-3. CCSF’s calculation assumes the Utility’s debt would not be refinanced as
prepetition bonds matured, which is not a reasonable assumption, as acknowledged by CCSF’s witness
during the evidentiary hearing. See Mar. 3, 2020 Tr. at 1210:15-1211:2 (cross-examination testimony of
Ms. Meal). CCSF also used a 16% discount rate for the lower end of their range (see CCSF-01,
Attachment P, at 2), with no explanation as to why such a discount rate would be appropriate.

176 PG&E-X-07, at 1, 6 (JCCA Response to Q.2 and “Review of Debt Savings from PGE Plan.xls”). The
Joint CCAs’ calculation includes principal as well as interest (see Mar. 4, 2020 Tr. at 1306:9-12 (cross-
examination testimony of Mr. Beach)), which is not appropriate for a calculation of interest cost savings.

177 As contemplated by the 2020 Cost of Capital Decision, the Commission will decide in this proceeding
the process by which PG&E will update its cost of debt following its emergence from bankruptcy. See
D.19-12-056, at 46-47. The Utility’s proposal with respect to that process is set forth in Part III.D.3, and
the Utility requests that the Commission adopt that proposal in the decision in this proceeding.

178 See, e.g., Mar. 2, 2020 Tr. at 1025:1-1026:21 (cross-examination testimony of Ms. Yap) (confirming
PG&E’s Plan is “neutral, on average” so long as costs to be recovered do not exceed interest cost
savings); SBUA-01, at 22-23 (reply testimony of Ted Howard) (asserting that savings should be used to
pay bankruptcy costs to ensure “neutral” outcome); TURN-EPUC-IS-02, at 22 (evaluating “neutral, on
average” in terms of whether interest cost savings exceed bankruptcy-related costs). Although a few
intervenors argued that the Utility should not be able to recover bankruptcy-related costs even to the
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PG&E presented an illustrative calculation showing estimated revenue requirement
savings in 2021 of $192 million under PG&E’s Plan.!” The estimated $192 million of savings
accounts for $150 million of financing-related fees that the Utility seeks to recover on an
amortized basis, including: (1) the Noteholder RSA fees, and (2) issuance fees associated with
the $5.925 billion of new debt to be issued under PG&E’s Plan (excluding fees on the portion of
the new debt that will fund the Utility’s Wildfire Fund contribution).!®" Recovery of these fees is
appropriate because the fees are less than the interest rate benefits and reasonable—the
Noteholder RSA fees are necessary to achieve the interest rate benefits of the Noteholder RSA,
and other fees PG&E seeks to recover are typical issuance fees recovered in the normal course,
which intervenors acknowledged are recoverable.!®! The breakdown of the estimated revenue
requirement savings resulting from the Utility’s lower cost of debt post-emergence is as

follows: %2

extent exceeded by the interest cost savings (e.g., TURN-EPUC-IS-01, at 8 (reply testimony of Robert
Finkelstein)), that argument is not consistent with the statutory “neutral, on average” requirement, and
ignores that utilities typically recover reasonable financing fees as part of their authorized cost of debt.

17 PG&E-11.

180 The savings calculation does not account for “other” new issuance fees (~$4M) or hedging costs, if
any. The total amount of financing-related fees that PG&E seeks to recover is currently estimated to be
$154 million, which does not include interest rate hedging costs. See A.19-11-002. PG&E has not made
a determination as to whether it will enter into hedging transactions, and if it does, whether or to what
extent it would seek to recover any such future costs. PG&E has committed that it would not seek
recovery of any costs that would exceed the net savings to customers from PG&E’s Plan. See Feb. 28,
2020 Tr. at 679:23 - 680:6 (redirect examination testimony of Mr. Wells); Mar. 3, 2020 Tr. at 1094:1-
1095:8 (cross-examination testimony of Mr. Kenney). PG&E anticipates that it would provide actual and
final amounts of any hedging costs it seeks to recover as part of the Cost of Capital update process
following emergence. The Commission would at that time review the reasonableness of such costs and
ensure consistency with the “neutral, on average” requirement.

181 See Mar. 4, 2020 Tr. at 1375:18-1376:18 (cross-examination testimony of Mr. Gorman) (“PG&E
should recover reasonable and prudent costs which would include the reasonable and prudent costs of
those refinanced high coupon debt instruments.”). During the evidentiary hearing, Ms. Yap, on behalf of
CLECA, confirmed that the Utility recovered its actual financing fees in connection with the prior
bankruptcy proceeding. See Mar. 2, 2020 Tr. at 1017:22-28 (cross-examination testimony of Ms. Yap).

182 pG&E-11.
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Weighted Average Rate - Utility Debt* 4.09%

Pre-Petition Debt Amortizations? 0.15%
Underwriting Fees on 55.9258 New Issue [$26M)° 0.02%
MNoteholder RSA Fees (S106M) 0.04%
Utility Bridge Fees (S18M)° 0.01%
Other |ssuance Fees on $5.9258 Mew Issue™* TBD
Hedging Cost, if any” TBD
[a] Post-Emergence Cost of Debt (estimated) 4 3%
[b] 2020 Authorized Cost of Debt 5.16%
20159 Authorized Cost of Debt 4.89%
RRQ Savings
2021 Rate Base (Fost, S millions)® 547,500
Authorized Debt Capitalization 47 50%
Authorized Cost of Debt Decrease” 0.B5%
2021 RRQ Savings (% millions)® § 192
Motes

1.) Indudes reinstated debt, RSA exchange debt, and 55.9256 new issue debt

2.} Indudes amortized upfronts on pre-petition debt (undernwriting fees, etc)

3.) Excludes fees on the portion of new issuance to fund AB1054 wildfire fund contribution (52.5 billion)

4.} Includes typical issuance costs (rating agency, CPUC, SEC, and legal fees), could be ~54 million (<1 basis point impact)
5.) CPUC has not authorized hedging but may do so

b.) Source: PGEE Q4 2019 Business Update

7)=[bl-[a]

8.) 2021 savings only, does not reflect savings in future years

The Utility proposes that these financing-related fees be amortized over the life of the
debt as is typical, and consistent with the testimony of Catherine E. Yap on behalf of CLECA.'®?

PG&E has committed that it will not seek to recover any additional bankruptcy-related
costs, including bankruptcy professional fees estimated to be just under $1.6 billion.'** This

clarification definitively resolves the concerns raised by various intervenors that PG&E’s Plan

183 See CLECA-01, at 19:4-6.

184 See PG&E-08 at 1-2; Feb. 28, 2020 Tr. at 679:6-17 (redirect examination testimony of Mr. Wells)
(providing PG&E’s current estimate of bankruptcy-related fees the company is not seeking to recover).
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might not be “neutral, on average” if the Utility were to seek recovery of the full range of
bankruptcy-related costs. %3

During the evidentiary hearing, intervenors broadly confirmed they have no reason to
disagree with the Utility’s estimated post-emergence cost of debt (~4.3%), or the revenue
requirement savings that would result from an 85-basis-point reduction in the Utility’s authorized
cost of debt (~$192 million).'3® Certain intervenors suggested the Utility’s current authorized
cost of debt (5.16%) is not an appropriate baseline for the calculation of revenue requirement
savings.'®” But nobody contested that cost of debt in the Cost of Capital proceeding,'®® and any
attempt to do so now is an improper collateral attack on the 2020 Cost of Capital Decision.!®’ In
any event, PG&E’s Plan also yields rate savings when compared to PG&E’s prepetition

authorized cost of debt (4.3% < 4.89%).!"° The Utility’s estimated post-emergence cost of debt

is lower than the cost of debt recently authorized for SCE (4.74%) and SDG&E (4.59%).!°! (As

185 See CCSF-01, at 24:15-25:9 (asserting bankruptcy-related costs could total $1.8 billion based on
PG&E’s recent Form 8-K submission); CLECA-01, at 19:14-20:5 (same).

186 See, e.g., Mar. 2, 2020 Tr. at 1029:25-1030:5 (cross-examination testimony of Ms. Yap) (confirming
no disagreement with PG&E’s estimated post-emergence cost of debt); Mar. 3, 2020 Tr. at 1185:20-22
(cross-examination testimony of Ms. Meal) (confirming no disagreement with PG&E’s evaluation of
rates); Mar. 4, 2020 at 1287:1-1288:2 (cross-examination testimony of Mr. Beach) (confirming no reason
to believe revenue requirement savings incorrect); id. at 1336:21-1337:2 (cross-examination testimony of
Mr. Gorman) (confirming no reason to dispute PG&E’s estimated post-emergence cost of debt). See also
CLECA-02 (response to Q.3) (confirming calculation showing $192 million revenue requirement savings
from .85% reduction in cost of debt is mathematically correct).

187 See CLECA-02, at 1-2 (response to Q.2).
188 See D.19-12-056, at 13.
189 Pub. Util. Code § 1709.

190 See Advice Letter 3887-G/5148-E, effective as of January 1, 2018, pursuant to D.17-07-005 (setting
PG&E’s authorized cost of debt at 4.89%)).

1 See D.19-12-056, at 13-14.
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acknowledged by various parties, SCE and SDG&E are reasonable comparators for evaluating
the Utility’s cost of debt.!??)

The anticipated rate reductions that will result from the Utility’s Cost of Capital update
are the only direct rate impacts of PG&E’s Plan. Accordingly, PG&E has met its burden of
showing that its Plan is “neutral, on average” to customers.

2. The “Neutral, On Average” Standards Proposed By Intervenors Are
Either Satisfied By PG&E’s Plan Or Beyond The Scope Of Section
3292(B)(1)(D).

Witnesses on behalf of TURN, EPUC, IS, the Joint CCAs, and CCSF proposed various
standards for the Commission to consider in determining whether PG&E’s Plan is “neutral, on
average” to customers. The premise underlying all of those proposals is that PG&E’s Plan will
create negative ratepayer impacts compared to a hypothetical baseline, which is contrary to fact

and lacks evidentiary support in the substantial record established in this proceeding.

(a) The Plan Is Neutral Relative To A Baseline “Absent The
Bankruptcy.”

R. Thomas Beach, on behalf of the Joint CCAs, and Michael P. Gorman, on behalf of
TURN, EPUC, and IS, recommend that the Commission develop a hypothetical—that is,
“counterfactual”!**—baseline of PG&E’s cost of debt “absent the bankruptcy,” to be compared

to the Utility’s cost of debt in future Cost of Capital proceedings.!” As explained by Mr. Beach,

192 See, e.g., Mar. 2, 2020 Tr. at 1035:21-1036:7 (cross-examination testimony of Ms. Yap) (confirming
she would expect PG&E’s and SCE’s cost of debt to be “within the same ballpark, assuming that PG&E
was not in bankruptcy”); Mar. 3, 2020 Tr. at 1185:6-12 (cross-examination testimony of Ms. Meal)
(confirming she would expect PG&E’s cost of debt absent bankruptcy to be comparable to that of SCE
and SDG&E “[wl]ithin a certain range of interest costs”); Mar. 4, 2020 Tr. at 1288:15-1289:3 (cross-
examination testimony of Mr. Beach) (confirming he agrees the Commission should consider the cost of
debt of other California utilities); id. at 1360:14-20 (cross-examination testimony of Mr. Gorman)
(confirming he agrees SCE and SDG&E would be a factor in evaluating PG&E’s cost of debt).

193 See Mar. 4, 2020 Tr. at 1280:23-1281:10 (cross-examination testimony of Mr. Beach).

194 See ICCA-01, at 25:24-26:3 (“[TThe Commission cannot make the necessary determination that the
PG&E Plan is ‘neutral, on average, to the ratepayers’ unless it answers the question ‘neutral, compared to
what.” The comparison that must be made is to what ratepayers would have paid without the
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PG&E’s Plan should be deemed “neutral, on average” when the Utility can show that its actual
cost of debt is lower than the hypothetical “absent the bankruptcy” baseline.!

Because PG&E’s Plan does not increase rates, the development of a hypothetical baseline
is not necessary or relevant.!”® Nonetheless, the evidence conclusively shows that the Plan will
result in the Utility having a lower cost of debt than it would have had “absent the bankruptcy.”
The Utility’s cost of debt is affected by its credit ratings, which were downgraded to sub-
investment grade prior to the bankruptcy filing. In fact, the bankruptcy proceeding created
financing opportunities that would not have been available to the Utility “absent the bankruptcy”
and that result in a lower cost of debt relative to the hypothetical baseline. First, the Utility was

able to obtain reasonable debtor-in-possession financing in January 2019 that was superior to any

bankruptcy.”) (emphasis added); Mar. 4, 2020 Tr. at 1279:21-1280:22 (cross-examination testimony of
Mr. Beach). See also Mar. 4, 2020 Tr. at 1327:27-1328:9 (cross-examination testimony of Mr. Gorman)
(“There would be increased cost associated with what the company’s actual interest costs are, and then
exiting bankruptcy compared to what the interest rates would have been had it not filed for bankruptcy.”)
(emphasis added).

195 See Mar. 4, 2020 Tr. at 1291:7-27 (cross-examination testimony of Mr. Beach). Mr. Beach seemed to
acknowledge during the evidentiary hearing that the Commission could make the “neutral, on average”
determination based on emergence. See id. at 1292:27-1293:15:

Q. [My question is if PG&E’s costs were below the baseline on exit, would that mean that your
recommendation would not apply?

[objection and ruling omitted]

A. I think that would be -- that would be for the Commission to determine if the rate neutrality
on average condition of AB-1054 had been satisfied.

Mr. Beach later seemed to contradict himself, saying “we’re not just going to take one snapshot as of the
moment PG&E emerges from its plan and decide it’s ratepayer neutral.” Id. at 1314:5-23.

196 Mr. Beach erroneously suggests that PG&E’s witnesses agree his hypothetical baseline proposal is
necessary. See Mar. 4, 2020 Tr. at 1304:14-27 (cross-examination testimony of Mr. Beach). While
PG&E’s testimony acknowledges the “neutral, on average” requirement contemplates a comparison of
rates under the Plan to rates that would exist in the absence of the Plan, that evaluation should focus on
the rate impacts created by PG&E’s Plan. Because PG&E’s Plan does not increase rates and, in fact,
creates rate reductions, there is no need for the Commission to develop a complicated and speculative
hypothetical baseline, including hypothetical credit ratings, in a world “absent the bankruptcy.” As
described above, the Utility will emerge from bankruptcy financially healthy, in a much stronger position
than January 2019, and with a clear path to further improving its financial standing over time.
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financing the Utility could have obtained in the market at that time based on its credit rating.'®’
Second, as described above, the Utility was able to lower its long-term cost of debt by
refinancing certain prepetition debt as part of the Noteholder RSA, which it could not have done
outside the bankruptcy context.
Under Mr. Beach’s own analysis, PG&E’s Plan’s is “neutral, on average” based on the

Utility’s estimated post-emergence cost of debt. Mr. Beach testified:

Well, you can certainly look at what PG&E paid before the

bankruptcy. You can look at what other California utilities’ cost of

capital is. Utilities that face the same regulatory and statutory

structures as PG&E and operate in the same state with similar
wildfire risks.'*®

It is undisputed that the Utility’s estimated post-emergence cost of debt (~4.3%) is lower than its
prepetition authorized cost of debt (4.89%)!*° and the current authorized cost of debt for SCE
(4.74%) and SDG&E (4.59%),?% neither of which has declared bankruptcy. Accordingly,
PG&E’s Plan fully satisfies the “neutral, on average” requirement.

Relatedly, the short-term borrowing and collateral costs identified by Mr. Gorman®°! and
Margaret A. Meal, on behalf of CCSF,?%? are not incremental costs due to the bankruptcy.

Months before the Chapter 11 filing, the Utility sought authorization from the Commission to

197 See 1340:10-1341:6 (cross-examination testimony of Mr. Gorman) (describing “[t]he debtor in
possession financing and senior loan rate, which may have given it a more favorable interest rate than
what PG&E could have issued on a non-secured basis at that time”). See also 11 U.S.C. § 364(c).

19 Mar. 4, 2020 Tr. at 1280:23-1281:10 (cross-examination testimony of Mr. Beach).
19 See Advice Letter 3887-G/5148-E, effective as of January 1, 2018, pursuant to D.17-07-005.
290 See D.19-12-056, at 13-14.

21 See TURN-EPUC-IS-02, at 21:29-35, 22:6-11 (describing purported increases in short term borrowing
cost and collateral requirements due to the bankruptcy).

202 See CCSF-01, at 22:6-23:2; TURN-EPUC-IS-02, at 21:29-35, 22:6-11 (describing purported increases
in short term borrowing cost and collateral requirements due to the bankruptcy).

-57-



issue an additional $2 billion of debt for short-term borrowing and collateral costs.?”> Rating
agencies downgraded the Utility below investment grade in early January 2019, prior to and
separate from PG&E’s filing for Chapter 11 bankruptcy.?®* The Utility’s higher collateral
posting requirements arose from the fact that its credit ratings fell, not from the fact of the
Chapter 11 filing.?%

(b) The Commission Should Not Adopt A Hypothetical Baseline
That Arbitrarily Excludes Certain Prepetition Events.

Perhaps recognizing that PG&E’s Plan easily satisfies the “absent the bankruptcy”
baseline at emergence, Mr. Beach and Mr. Gorman add various modifications to their proposed
baselines to reflect the Utility’s cost of debt in hypothetical worlds that exclude not only the
Chapter 11 filing, but also selected prepetition events that unquestionably occurred “absent the
bankruptcy.” These proposals are arbitrary, are not reasonable interpretations of the statute, and
cannot be reasonably implemented.

Arbitrary. For example, Mr. Beach proposes to use as the starting point for his
counterfactual baseline, not the time period immediately preceding the Utility’s Chapter 11
filing, but PG&E’s average cost of capital during the 24-month period between November 2016
and October 2018, with adjustments to reflect the hypothetical debt and equity the Utility would

have raised in a world without the Camp Fire or the Chapter 11 filing.>®® Although Mr. Beach

23 See PG&E-X-06 (PG&E’s Amendment to Application for Authority to Issue Up to $6,000,000,000 to
Finance Its Short-Term Borrowing Needs and Procurement-Related Collateral Costs, dated November 21,
2018). Moreover, Mr. Gorman’s concern regarding interest expense for short-term borrowing is
misplaced because, as clarified by counsel during the hearing, the actual interest rate on the Utility’s
short-term debt is generally not passed through to customers. See Mar. 2, 2020 Tr. at 800:13-801:21
(clarification through statement of counsel on behalf of PG&E).

294 CCSF-01, Attachment L (Jan. 12, 2019 Moody’s Investors Service Credit Opinion re PG&E).

25 See PG&E-08, at 4 and n.12 (citing PG&E 10-K (2019), at 77 (“As a result of PG&E Corporation’s
and the Utility’s credit ratings ceasing to be rated at investment grade, the Utility has been required to
post collateral under its commodity purchase agreements and certain other obligations.”)).

206 PG&E-X-07, at 3 (JCCA response to Question 8).
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admitted that any borrowings of the Utility “absent the bankruptcy” actually would have
reflected its sub-investment grade credit rating as of January 10, 2019,%°7 he excludes that credit
rating downgrade from his baseline.?”® He also excludes the Camp Fire in 2018, but not the 2017
wildfires, based on his assumption that the Camp Fire was the “precipitating factor” to the
bankruptcy.?” And although Mr. Beach includes the 2017 wildfires in his baseline, he
acknowledged that his use of a 24-month average between November 2016 and October 2018
results in a failure to fully recognize the impact of those fires.?!°

Mr. Gorman stretches even further with his proposed baseline, excluding all of the 2017
and 2018 wildfires and the subsequent credit rating downgrades that occurred (not just to PG&E,
but also to SCE and SDG&E) in 2018 and 2019, prior to PG&E’s Chapter 11 filing.*!!
Remarkably, Mr. Gorman suggested in his reply testimony that the Utility post-emergence
should be compared to a baseline credit rating of A-, a credit rating which PG&E has not had

since February 2018,>'? and which neither SCE nor SDG&E currently has.

207 Mar. 4, 2020 Tr. at 1297:24-1298:8 (cross-examination testimony of Mr. Beach). Mr. Gorman also
acknowledged that any debt issued by PG&E as of early January 2019 would have reflected its sub-
investment grade credit rating. See Mar. 4, 2020 Tr. at 1340:10-21 (cross-examination testimony of Mr.
Gorman).

208 PG&E-X-07, at 3-4 (JCCA response to Q.8).

299 See Mar. 4, 2020 Tr. at 1296:5-1297:23 (cross-examination testimony of Mr. Beach) (“It seemed to me
that sort of the precipitating factor in PG&E’s bankruptcy was the Camp Fire so that I chose the two years
prior to that incident.”).

219 See Mar. 4, 2020 Tr. at 1298:14-1299:8 (cross-examination testimony of Mr. Beach) (admitting a one-
year period after the 2017 wildfires would better reflect the effect of the 2017 wildfires).

211 See Mar. 4, 2020 Tr. at 1330:2-18; 1367:22-1368:19 (cross-examination testimony of Mr. Gorman);
EPUC-01, at 3 (response to Q.3). Mr. Gorman admitted that “PG&E’s bond rating eroded significantly
before it actually filed for bankruptcy. So I would say that probably through most of 2018, its bond rating
was downgraded before Southern Cal or San Diego’s.” Id. at 1339:1-20 (cross-examination testimony of
Mr. Gorman). See also PG&E-X-03; CCSF-01, Attachment L (Jan. 2019 credit opinion re PG&E
downgrade).

212 See TURN-EPUC-IS-02, at 21-22 (using A- credit rating as baseline for evaluating claimed higher
interest expense); EPUC-01, at 5 (response to Q.5), and Attachment 3 (using A- credit rating as baseline;
showing PG&E credit rating history).
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Those proposals go well beyond the statutory “neutral, on average” requirement, which is
explicitly limited to “the reorganization plan and other documents resolving the bankruptcy
proceeding.” The Commission should not adopt recommendations that ignore the plain language
of the statute and attempt to sweep in all manner of potential second-order effects from events

that occurred prior to the Chapter 11 filing.

Not Based on Statute. During Mr. Gorman’s cross-examination at the evidentiary
hearing, it became clear that his proposal is not based on the “neutral, on average” requirement
established by AB 1054 at all. Instead, Mr. Gorman proposes to isolate and disallow any costs of
debt that he deems the “result of imprudent management” for all investor-owned utilities
regardless of whether they declared bankruptcy or not.>!*> Mr. Gorman claims that imprudent
costs include not just unreasonable financing costs, but second-order effects such as higher
financing costs caused by credit rating downgrades potentially attributable to imprudence on the
part of the Utility. As was clear from his testimony during the hearing, Mr. Gorman proposes
this not because it is required for “neutral, on average,” but based on his own interpretation of
general ratemaking principles.?!'* Although PG&E disagrees with his interpretation of

ratemaking principles,?'> not even Mr. Gorman argues that the second-order effects he posits

213 See Mar. 4, 2020 Tr. at 1368:20-1369:6 (cross-examination testimony of Mr. Gorman):

Q. My question is would you recommend that the Commission apply the same
methodology to evaluate Edison's cost of debt?

A. 1think in every rate proceeding the Commission should only include prudent
and reasonable cost in the development of the utility’s revenue requirement in
designing rates for retail customers.

So, to the extent any utility’s costs include costs that are the result of imprudent
management or costs that are unreasonable, I think they should be eliminated from
the utility's revenue requirement.

214 Notably, Mr. Gorman never used the terms “neutral” or “neutral, on average” during his testimony at
the evidentiary hearing.

215 PG&E does not disagree that the Utility’s financing costs need to be just and reasonable, but disagrees
with Mr. Gorman’s position that the Commission’s evaluation of the Utility’s cost of debt should include
second-order effects potentially attributable to any past imprudence on the part of the Utility. Mr.
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result from PG&E’s Plan. Thus, the Commission should not consider his position in determining
whether PG&E’s Plan is “neutral, on average” pursuant to Section 3292(b)(1)(D).

Impracticable. The hypothetical baselines proposed by Mr. Beach and Mr. Gorman also
would be nearly impossible for the Commission to implement. That Mr. Beach and Mr. Gorman
do not even agree on the relevant hypothetical baseline illustrates that their proposals cannot be
reasonably or objectively implemented.

The development of a hypothetical baseline would be “highly speculative,”?!¢ and Mr.
Beach and Mr. Gorman have not even proposed a specific methodology for the Commission to
apply.?!” Mr. Gorman admitted that “had those [PG&E] wildfire events not occurred, then I
can’t say what would have happened to all the utilities’ bond ratings in California.”*'® And when

asked whether he thinks PG&E would have filed for bankruptcy had the Camp Fire occurred, but

Gorman appears to be proposing a fundamental change in how the cost of debt is set by the Commission
in Cost of Capital proceedings such that the Commission would need to conduct prudence reviews
regarding historical wildfires and other events even if the utilities never seek to recover from customers
the costs associated with such events. See Mar. 4, 2020 Tr. at 1369:7-13 (cross-examination testimony of
Mr. Gorman) (affirming he might propose adjustment if cost of debt impacted by fire claims costs that
may have resulted from imprudence). To the extent Mr. Gorman proposes this change in future Cost of
Capital proceedings, it should not be adopted.

216 Mar. 3, 2020 Tr. at 1179:28-1180:14 (cross-examination testimony of Ms. Meal) (“The world in which
PG&E had not declared bankruptcy I think is highly speculative. We don’t really know what they would
have done, absent the Chapter 11 filing.”); id. at 1184:12-23(“I don’t think that hypothetical is solvable.
We don’t know what PG&E would have done absent this Chapter 11 filing.”); id. at 1186:3-13(“I don’t
know what PG&E would have done absent the Chapter 11 filing. And I would need to make a whole
bunch of assumptions to — and speculate what they might have done in order to make that comparison.”).

217 See Mar. 4, 2020 Tr. at 1300:18-1301:13 (cross-examination testimony of Mr. Beach) (“Well, again, I
think you’re trying to read a mathematical formula into testimony that is not proposing a mathematical
formula. I’'m simply proposing the type of information that the Commission should look at in the cost of
capital update proceeding in order to establish this baseline . . . The Commission considers such
information as it sees fit.”); id. at 1356:2-19 (cross-examination testimony of Mr. Gorman) (“I haven’t
reviewed this yet and I haven’t discussed it with either TURN or EPUC or IS on what the appropriate
method might be for establishing the cost of utility debt would be appropriate for including in the overall
rate of return. I will be making that investigation.”); id. at 1371:25-1372:10 (admitting he is not
proposing a method by which the Commission would compare actual financing costs to hypothetical
costs).

218 Mar. 4, 2020 Tr. at 1354:9-1355:8 (cross-examination testimony of Mr. Gorman).
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not the 2017 wildfires, Mr. Beach admitted, “[T]here’s no way to answer that. That’s not what
happened.”?"”

In addition, Mr. Beach and Mr. Gorman both acknowledged that there are numerous
factors that impact a utility’s credit rating and cost of debt—factors specific only to PG&E and
factors applicable broadly to all California investor-owned utilities.??° It is not clear how the
Commission could separate out the potential impacts of the bankruptcy or individual wildfires
from other state- or industry-wide factors to develop the proposed counterfactual baselines. And
neither Mr. Beach nor Mr. Gorman presented any meaningful quantitative analysis of their
proposed baselines.??! Accordingly, the endeavor that they propose would necessarily be
uncertain and unpredictable, which could harm the Utility’s ability to attract capital and
negatively impact the perceived business risk with respect to all California investor-owned
utilities.

The cost of debt is “based on actual, or embedded, costs.”*?> PG&E is not aware of any
instance in which the Commission has developed a cost of debt based on a counterfactual
baseline that rewrites history such as Mr. Beach and Mr. Gorman propose here, and there is no
justification to start now given the lower cost of debt and tangible benefits created by PG&E’s

Plan.

219 Mar. 4, 2020 Tr. at 1296:23-1297:5 (cross-examination testimony of Mr. Beach).

220 See Mar. 4, 2020 Tr. at 1294:3-26 (cross-examination testimony of Mr. Beach) (acknowledging factors
such as wildfire risk exposure and perception of the California regulatory environment contribute to
higher financing costs); id. at 1352:28-1355:12 (cross-examination testimony of Mr. Gorman)
(acknowledging factors).

221 See PG&E-X-07, at 3-4 (confirming no “quantitative analysis with respect to PG&E’s cost of capital
absent the bankruptcy”); Mar. 4, 2020 Tr. at 1281:11-24 (cross-examination testimony of Mr. Beach)
(confirming he has no quantitative opinion as to what the Utility’s cost of capital would have been absent
the bankruptcy); id. at 1357:8-27, 1371:25-1372:6 (cross-examination testimony of Mr. Gorman)
(confirming he is not proposing any specific adjustment to the Utility’s cost of debt).

222 D.19-12-056, at 12-13.
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() The Commission Should Not Weigh Unspecified Additional
“Risk Exposure.”

Ms. Meal recommends that the Commission consider “risk exposure” in determining
whether PG&E’s Plan is “neutral, on average.” But her theory of increased “risk exposure” is
not persuasive because she could not quantify the risk and did not offer any specific
recommendation as to how the Commission should attempt to weigh the asserted “risk” against
the quantifiable benefits of the interest cost savings created by PG&E’s Plan (as well as the many
other qualitative benefits of the Plan described herein, such as expeditious resolution of
prepetition liabilities, compensation to wildfire victims, and restoration of the Utility’s financial
health).??

Moreover, the increased “risk” is not as significant as Ms. Meal posits because, as
described above, $2.5 billion of the debt on emergence reflects the Utility’s contribution to the
Wildfire Fund, a commitment required of all the investor-owned utilities; and the $6 billion
¢ 224

Temporary Utility debt is counterbalanced by the shareholder NOL asse

3. PG&E’s Plan Does Not Require Any Contributions From Customers.

For the Utility to be eligible to participate in the Wildfire Fund, the Commission must
also “determine[] that the reorganization plan and other documents resolving the insolvency

proceeding recognize the contributions of ratepayers, if any, and compensate them accordingly

22 Mar. 3, 2020 Tr. at 1217:15-1217:23 (cross-examination testimony of Ms. Meal):
Q. Have you quantified the rate impact to customers of this risk exposure?

A. Only as far as to say that if risks increase, costs increase, but I have done no
further quantification than that.

Q. So how should the Commission evaluate this unquantified risk relative to the
interest cost savings?

A. It’s challenging.

224 Ms. Meal’s comments regarding a potential decline in “service levels” should be summarily dismissed
given she “didn’t evaluate service levels in either direction” and has no opinion on this topic. See Mar. 3,
2020 Tr. at 1216:15-24.
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through mechanisms approved by the commission, which may include sharing of value
appreciation.”??

PG&E has not asked customers to contribute to its Plan via increased rates or otherwise.
Wildfire claims will be funded by shareholders and, as described above, PG&E has used the
bankruptcy process to create savings to the benefit of customers and other stakeholders.

Intervenors argue a few alleged “contributions” under the statute, but those positions are
misguided. First, TURN argues that the $2.2 billion of insurance proceeds that are among the
funding sources associated with PG&E’s Plan reflect customer contributions.?”* TURN’s
interpretation is legally erroneous and should not be adopted. The insurance proceeds are funds
obtained from insurance companies, not customers. Customer payment of the Utility’s insurance
premiums does not constitute “contributions” under the statute, which is limited to contributions
specific to “the reorganization plan and other documents resolving the bankruptcy proceeding.”
This provision does not require the Utility to compensate customers for their contributions to the
Utility’s operating costs and capital expenditures in the normal course.

The Commission has long held that reasonable insurance premium costs are recoverable
in the normal course as a core cost of doing business, independent of PG&E’s Plan. For
example, in declining to adopt TURN’s proposal in SCE’s Z-factor proceeding that shareholders
should split with ratepayers the cost of wildfire insurance premiums, the Commission confirmed
that “[1]iability insurance for the company is typically recognized as an accepted cost of doing

business and is not split between shareholders and ratepayers.”??’ Customers receive benefits

from a utility’s insurance coverage, including risk mitigation during covered periods and

223 pyb. Util. Code § 3292(b)(1)(E).
226 TURN-EPUC-IS-01, at 13-15.
227 Resolution E-4994, at 10.
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protection from cost recovery for any amounts covered under insurance policies, and insurance
proceeds are ultimately recovered by the company to satisfy liabilities. Such proceeds are not
allocated to customers in the normal course, and should not be allocated to customers here.

Indeed, there is no precedent for customers being “compensated” for insurance proceeds
recovered by a utility. Mr. Gorman, TURN’s witness in this proceeding, admitted that
“ratepayers do not receive refunds of insurance proceeds” in the normal course.?”® Even where
the Commission has found imprudence, such as in SDG&E’s WEMA proceeding, no party
argued that customers should be reimbursed for insurance proceeds used by the utility to satisfy
claims related to the October 2007 wildfires. Nor should such arguments be countenanced here,
as the uncertainty created by such an outcome would undermine the fundamental risk mitigation
benefit of liability insurance. Insurance proceeds do not constitute customer contributions to
PG&E’s Plan within the meaning of AB 1054.

Second, the potential ratepayer “risks” of securitization described by certain
intervenors®* do not constitute customer contributions subject to compensation because PG&E’s
Plan does not include securitization. The Utility’s proposed post-emergence securitization
financing will be the subject of a separate application. In any event, the proposed securitization
will recognize customer “contributions” because the Utility proposes to offset the securitization
charges with bill credits such that the securitization is rate-neutral on average—even though this
approach is not required by AB 1054 because securitization is not part of PG&E’s Plan.

C. Fines And Penalties (Scoping Memo § 4.2)

PG&E has fairly and expeditiously resolved Commission proceedings regarding fines and

penalties in a manner that will permit PG&E to emerge from Chapter 11. PG&E’s Plan

228 See EPUC-01, at 20 (response to Q.19b).
229 See A4NR-02, at 10-13; CCSF-01, at 17:23-18:6.
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identifies “CPUC Approval” as a condition precedent to the Effective Date of PG&E’s Plan.?*°
The Plan’s definition of CPUC Approval includes “satisfactory resolution of claims for monetary
fines or penalties under the California Public Utilities Code (Pub. Util. Code) for prepetition
conduct.”®! Accordingly, Section 4.2 of the Scoping Memo identified as an issue whether the
proposed plan of reorganization provides satisfactory resolution of claims for monetary fines or
penalties for PG&E’s prepetition conduct.*?> Such claims are encompassed within several other
Commission proceedings: the Disconnection OII (I.18-07-008), the Ex Parte OII (I.15-11-015),
the Locate and Mark OII (1.18-12-007), and the Wildfire OII (1.19-06-015).2*> PG&E has
entered into settlement agreements resolving each of the above-referenced proceedings.?*

The Commission has already approved three of the settlement agreements, finding that
they fairly and reasonably resolve the claims at issue. Specifically, in the Disconnection OII, the
Commission adopted a settlement agreement between PG&E and the Commission’s Consumer
Protection and Enforcement Division, which provided a bill credit to affected customers and a
contribution to the Relief for Energy Assistance through Community Help Program.?*> In the Ex
Parte OII, the Commission adopted settlement agreements between PG&E, the City of San
Bruno, the City of San Carlos, the Public Advocates Office at the California Public Utilities
Commission, the Commission’s Safety and Enforcement Division (“SED”), and TURN, which

provided for $107.5 million in financial penalties and forbearances, as well as non-financial

20 PG&E’s Plan § 9.2(m) [3/9 Plan § 9.2(/)]. Other aspects of the CPUC Approval provision are also
conditions precedent to Plan Confirmation, but the “satisfactory resolution” of claims for monetary fines
or penalties is not such a condition. Id. § 9.1(c).

S 1d. § 1.37(c) [3/9 Plan § 1.38(c)].

32 Scoping Memo at 6.

233 PG&E-01 at 11-2 (opening testimony of Mr. Kenney).
234 1y

**Id. at 11-5; D.19-09-037.
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remedies.?*® In the Locate and Mark OII, the Commission approved as modified a settlement
agreement between PG&E, SED, and CUE, which provided for a total financial penalty of $110
million.*” The approval of these settlements by the Commission constitutes a satisfactory
resolution of the claims at issue in those proceedings within the meaning of the CPUC Approval
provision of PG&E’s Plan.

In the Wildfire OIl, PG&E reached a settlement agreement with SED, CUE, and the
Office of the Safety Advocate.*® Under the settlement, in resolution of the potential claims,
PG&E agreed not to seek rate recovery of $1.625 billion in wildfire-related expenditures and
agreed to spend $50 million in shareholder-provided settlement funds on specified System
Enhancement Initiatives relating to the company’s electric transmission and distribution
system.?** On February 27, 2020, Administrative Law Judge Park issued a Presiding Officer’s
Decision approving the settlement if modified.?*° The proposed modifications would increase
the total financial penalty from $1.675 billion to $2.137 billion, and in addition would require
any tax savings associated with the shareholder payments under the settlement agreement to be
used for the benefit of customers.>*! At this time, PG&E is continuing to evaluate the Presiding

Officer’s Decision and PG&E’s possible response.?*?

26 PG&E-01 at 11-4 — 11-5 (opening testimony of Mr. Kenney); D.18-04-014; D.19-12-013.
37 D.20-02-036.

28 PG&E-01 at 11-2 — 11-3 (opening testimony of Mr. Kenney); 1.19-06-015, Joint Motion of Pacific Gas
and Electric Company (U 39 E), the Safety and Enforcement Division of the California Public Utilities
Commission, Coalition of California Utility Employees, and the Olffice of the Safety Advocate for
Approval of Settlement Agreement, filed December 17, 2019.

29 PG&E-01 at 11-3 (opening testimony of Mr. Kenney).

201.19-06-015, Presiding Officer’s Decision Approving Proposed Settlement Agreement with
Modifications, filed Feb. 27, 2020.

1 Id at2.
42 Feb. 28, 2020 Tr. at 585 (cross-examination testimony of Mr. Wells).
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The Commission need not address the final resolution of the Wildfire OII settlement in
order to determine in this proceeding that PG&E’s Plan meets the requirements of AB 1054.
Under PG&E’s Plan, the Wildfire OII does not need to reach a satisfactory resolution before the
Bankruptcy Court may issue an order confirming the Plan.?** However, satisfactory resolution
of the disputed issues surrounding the Wildfire OII settlement remains a condition precedent to
the Effective Date of the Plan.?** Once that proceeding is resolved, the result, and any impact on
PG&E’s Plan, will be addressed in the Plan prior to the Effective Date. PG&E remains
optimistic that it will reach a satisfactory resolution of the Wildfire OII that will allow PG&E’s
emergence from Chapter 11.

D. Other Financial Issues (Scoping Memo § 4.7)

1. The Commission Should Not Develop An Earnings Adjustment
Mechanism At This Time. (ACR § 8)

ACR § 8 proposes:

“The Commission should consider establishing a mechanism to adjust PG&E’s
earnings (revenue requirement) based on its achievement of a relevant and
reasonably achievable subset of the Safety and Operational Metrics, on a sliding
scale of 4 percent up or 4 percent down of earnings in a given year. If adopted, the
earning adjustment mechanism should be evaluated after a period of time.
Development of the relevant subset of Safety and Operational Metrics and

implementation of this earnings adjustment mechanism may occur after June 30,
2020'9’245

The Commission should not embark on development of a safety-oriented Earnings
Adjustment Mechanism (“EAM?”) at this time, because PG&E in this proceeding is already
introducing a robust new executive incentive compensation structure designed to incentivize the

same results.?** PG&E’s testimony and exhibits set forth an executive compensation proposal in

23 PG&E’s Plan § 9.1(c).
24 1d. at § 9.2()).

25 ACR § 8, App’x A at 8.
46 See Part IV.C.
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which a majority of executive compensation will be at risk based on achievement of performant
metrics. Those metrics are heavily weighted toward customer and workforce welfare, and within
that category, primarily wildfire safety and other public and employee safety metrics. This
proposed compensation structure is a more direct way to provide a structural incentive toward
safety objectives than an EAM, and it does not create the same capital markets risks and
regulatory difficulties of an EAM. Indeed, AB 1054 itself adopts executive compensation as the
preferred approach to linking financing incentives to safety. At a minimum, the Commission
should evaluate the implementation and efficacy of PG&E’s substantially revised executive
compensation structure post-emergence before implementing a safety-oriented EAM that will
require substantial attention and may have unintended negative consequences.

Because there has been limited experience in the utility sector with safety-oriented
EAMSs, development of the proposed EAM would pose novel challenges and require substantial
regulatory resources. To the extent that other jurisdictions have implemented EAMs, they
generally have used discrete, familiar and well-specified metrics that can be readily quantified.?*’
By contrast, there is a dearth of experience with EAMs tied to wildfire safety efforts—making
the design of a desirable safety-oriented EAM for PG&E particularly complex. This means that
EAM practices and analytic approaches used in other jurisdictions cannot readily be applied to
the unique circumstances of PG&E and California’s wildfire safety focus.

As a result, the Commission would face a difficult task in determining the appropriate

metrics to incorporate into an EAM, the relative weight and scale of measurement for each

47 See Synapse Energy Economics, Inc., Utility Performance Incentive Mechanisms — A Handbook
(March 9, 2015; prepared for Western Interstate Energy Board), available at https://www.synapse-
energy.com/sites/default/files/Utility%20Performance%20Incentive%20Mechanisms%2014-098 0.pdf, at
Section 3.3 (p. 19) (“Defining a metric typically involves,” inter alia, “[s]pecific data definitions” and a
“precise formula used to quantify each metric”); see also id. at App’x B at 96-99; see especially id. at 97
(listing relevant public safety metrics: number and kind of incidents, injuries, and fatalities per year;
emergency response time; gas leak repair performance).
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metric in the EAM formula, and the appropriate time horizons for measurement and application
of the earnings adjustment. Design complexities would be exacerbated because many wildfire
safety metrics and standards are new, so their relative efficacy in achieving the desired
outcome—i.e., mitigating wildfires—has not yet been fully monitored or reviewed.
Accordingly, substantial management and Commission resources and time would be required to
design and implement an appropriate audit of the EAM factors, and to evaluate the overall
efficacy of the EAM.2#®

In addition, an EAM would inherently involve misaligned incentives, and the potential
for unintended negative consequences. Even carefully thought out metrics could incentivize
misplaced management focus. An EAM likely would utilize only a relatively small subset of the
total number of safety metrics that a utility might evaluate. By incentivizing company focus on
those selected metrics, the EAM could implicitly incentivize reduced attention on other
important areas that are not part of the EAM metrics.?** A safety-oriented EAM also likely
would misalign outcomes in that when safety objectives were not being met it would reduce the
resources available to the utility, at precisely the time when additional resources for safety

expenditures likely are needed. It also inherently misaligns customer and safety objectives in

%8 By way of example, the development of performance-based ratemaking in the UK was associated with
a doubling of the number of full-time employees at the British Office of Gas and Electricity Markets over
a five-year period. Utility Performance Incentive Mechanisms at 79 n.30. In Hawaii, a current
investigation of performance-based ratemaking began in April 2018 and is expected to require 32 months.
See Hawaii Public Utilities Commission, “Convening Phase 2 and Establishing a Procedural Schedule,”
Order 36388, Docket No 2018-0089, June 2019. In New York, a proceeding to incorporate EAMs
likewise took 2 years. See Gavin Bade, New York PSC enacts new revenue models for utilities in REV
proceeding, Utility Dive (May 20, 2016), available at https://www.utilitydive.com/news/new-york-psc-
enacts-new-revenue-models-for-utilities-in-rev-proceeding/419596/ (describing process that began in
2014).

29 See Utility Performance Incentive Mechanisms at 54 (“A common effect of establishing an incentive
for one aspect of utility performance is to shift management’s attention to the areas with incentives, to the
detriment of areas that do not have incentives. ... Avoiding unintended consequences requires significant
attention to the myriad incentives utilities face and the ways in which the performance target may
influence other aspects of the utility’s system.”)
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that less safety (an undesirable outcome) leads to lower rates (a customer-desired outcome), and
vice versa.

Finally, developing a new EAM would increase uncertainty as to PG&E’s future
financial results. The ACR outlines a potential EAM at a high level, and as described above,
there would be considerable complexity and innumerable questions about the design and
specificity of a final mechanism. Although the ACR’s EAM proposal has both an upside and a
downside, the financial markets and credit rating agencies are very likely to focus exclusively on
the potential downside results in evaluating risks surrounding PG&E. This uncertainty could
have a detrimental impact on PG&E’s credit rating and cost of capital, and particularly could
influence rating agencies’ assessment of the supportiveness of the regulatory environment. Such
an effect would be particularly detrimental in the current context, as PG&E is about to embark
on a historically large capital raise, will need capital post-emergence to fund wildfire safety and
critical infrastructure investments, and is focused on fostering a path back to issuer investment
grade credit ratings.>>° To the extent that the EAM risk depresses stock price, it may accordingly
also reduce the value of the compensation paid to wildfire victims through the Victim Trust.

Accordingly, PG&E recommends that the Commission not pursue the EAM at this time.

2. The Commission Should Grant PG&E’s Requested Financing

Authorizations For The Utility And Confirm That Secured PG&E
Corporation Debt Does Not Require Commission Approval.

In connection with the funding for PG&E’s Plan described above, PG&E requests
associated long-term and short-term debt authorizations in this proceeding. Specifically, “the
Utility needs authorization from the Commission pursuant to, inter alia, Pub. Util. Code §§ 818,

823 and 851 to issue the contemplated long-term and short-term debt” and to “consummate the

29 Appendix C: Declaration of Jason P. Wells submitted herewith (“Wells Decl.”), 99 14-20.
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exit financing and fund its Plan.”?*! PG&E’s request complies with the direction in
Administrative Law Judge Allen’s December 27, 2019 Ruling Modifying Schedule, which stated
that, “[b]ased on the understanding that the long-term debt at issue is integral to the plan of
reorganization being considered in this proceeding, complies with all other requirements for
issuance of debt, and does not require a separate financing order, PG&E should request approval
of the long-term debt in this proceeding.”*? PG&E also has included a request for post-
emergence, short-term debt authorization since this “is equally critical to PG&E’s exit financing
and successful emergence from Chapter 11.725

PG&E’s testimony describes four specific requested authorizations: “(1) to issue
approximately $11.85 billion in long-term debt as contemplated by the Noteholder RSA and
according to the terms described therein; (2) up to $11.925 billion in additional long-term debt to
finance PG&E’s Plan and subsequent exit from Chapter 11, (3) up to $6 billion in short-term
debt authority for the Utility’s working capital and short-term debt needs for exit from Chapter
11 and on-going working capital and short-term needs and contingencies after exit; and (4)
authorization of up to $11.925 billion in short-term debt to temporarily finance PG&E’s exit
from Chapter 11 which would be refinanced with the long-term debt already described in (2)
and/or in connection with PG&E’s anticipated request for a securitization transaction.”>* As
Mr. Wells made clear during the hearings, the two $11.925 billion short-term and long-term
authorizations—requests (2) and (4)—are “not intended to be duplicative ... so we wouldn’t

intend to have at the same time the same amount issued twice.””>>>

I PG&E-01 at 2-25 (opening testimony of Mr. Wells).

32 Dec. 27, 2019 Ruling at 4-5.

233 PG&E-01 at 2-25 (opening testimony of Mr. Wells).

24 PG&E-01 at 2-25 (opening testimony of Mr. Wells).

255 Feb. 28, 2020 Tr. at 544:7-8, 13-15 (cross-examination testimony of Mr. Wells).
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The specific instruments associated with each of these requests for which PG&E seeks
authorization are described in PG&E-01 at 2-25 — 2-38 (with minor typographical corrections in
PG&E-07 at 2-27 — 2-28), and reflected here as Appendix B. Accordingly, PG&E requests
authority to issue the contemplated long-term and short-term debt instruments and enhancements
pursuant to Sections 818 and 823 and to encumber utility property pursuant to Section 851 in
connection with the same. Consistent with Section 817, PG&E has proposed the following uses

for the long-term debt:%

TABLE 2.4: USES OF UP TO $23.775 BILLION IN UTILITY LONG-TERM DEBT

Prepetition Utility Debt (Noteholder RSA Debt) $11.85 billion

_T_;Tﬁﬂegt;%rg Short-Term Debt Exchanged for Long- $3.183 billion
Refinancing of Pollution Control Bonds $0.1 billion
Refinancing of Debtor-In-Possession Facility $2 billion
Contribution to Wildfire Fund $2.5 billion
Fire Claims $6 billion
Accrued Interest, Trade Claims & Other $1.325 billion
Total $23.775 billion

And, “[i]n connection with these proposed uses, PG&E also requests authorization pursuant to
Pub. Util. Code § 823(d) to use a portion of the long-term debt requested herein to refund
prepetition short-term debt (as reflected in Table 2.4) and, if applicable, to refund the additional
$11.925 billion short-term debt request ...” should PG&E use that authorization. For reference,
PG&E has included the following exhibits in connection with the requested financing
authorizations: >’

o PG&E-02 (Exhibit 2.1): Financial Statement

20 PG&E-01 at 2-17, 2-31 — 2-32 (opening testimony of Mr. Wells).
27 See PG&E-02; PG&E-03; PG&E-04 at i — 2-Exh.2.9-1; PG&E-07 at 2-Exh.2.8-1 — 2-Exh.2.8-44.
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J PG&E-02 (Exhibit 2.2): Description of Property

J PG&E-02 (Exhibit 2.3): Previous Debt Authorizations (associated with requests
(1) and (2))

o PG&E-02 (Exhibit 2.4): Short-Term Debt In Excess Of § 823(c) (associated with
requests (3) and (4))

o PG&E-02 (Exhibit 2.5): Noteholder RSA (associated with request (1))

o PG&E-03 (Exhibit 2.6): Noteholder RSA — Reference Medium-Term Senior
Note Documents (associated with request (1))

J PG&E-04 (Exhibit 2.7): Noteholder RSA — Reference Long-Term Senior Note
Documents (associated with request (1))

o PG&E-07 (Exhibit 2.8; replaces PG&E-04 Exhibit 2.8): Bridge Commitment
Letter (associated with request (4))

o PG&E-04 (Exhibit 2.9): Fee Computation

In addition, there is a possibility that the $4.75 billion of PG&E Corporation debt
contemplated as part of the exit financing could “be secured by a pledge of PG&E Corporation’s
holdings in stock of the Utility, which is a common financing structure for holding companies.
PG&E does not believe that such a pledge by PG&E Corporation would require advance
Commission approval.”®* Specifically, the mere act of pledging an ownership interest in a
public utility as collateral for the debt of a parent holding company does not result in a change in
control under Section 854(a). However, “PG&E recognizes that, depending on the
circumstances, Commission approval pursuant to Public Utilities Code section 854 may be
required in the event of an actual transfer of ownership, such as in the event of a default.”>*

Similarly, since utility stock is not property of the utility that is “necessary or useful” in serving

customers, Section 851 approval is not required for a pledge of such stock. Thus, for instance, in

28 PG&E-10 at 2.
29 PG&E-10 at 2.
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the context of a stock swap agreement the Commission has held that “[Section] 851 applies to
the transfer of ‘property necessary or useful in the performance of [a utility’s] duties to the
public.” As all TNT assets necessary and useful to TNT’s operations will remain with TNT, no
transfer implicating PU Code § 851 has occurred.”* Nevertheless, for the avoidance of doubt
in connection with any such secured debt issuance by PG&E Corporation, PG&E requests that
the Commission confirm that no approval is required in advance of a mere pledge of utility
stock. In the alternative, PG&E requests that the Commission grant any authorizations it deems
necessary in connection with such a transaction.

No party has objected to these requests or recommended against their approval.
Accordingly, based on the undisputed record, the Commission should grant PG&E’s financing
requests and confirm that secured PG&E Corporation debt does not require advance Commission
approval.

3. The Commission Should Adopt PG&E’s Proposal For Updating Its
Cost Of Debt.

As contemplated by the 2020 Cost of Capital Decision, the Commission will decide in
this proceeding the process by which PG&E will update its cost of debt in the Cost of Capital
proceeding following its emergence from bankruptcy.?®! In that regard, PG&E proposes to file
within 30 days of the Effective Date of PG&E’s Plan a Tier 2 advice letter, with the updated
authorized cost of debt to take effect as of the Effective Date of PG&E’s Plan so that customers

receive the full benefit of the lower cost of debt.2®> The financing-related fees that the Utility

2601 .98-06-011, 80 CPUC 2d 401, 1998 WL 1750077 (1998). Earlier decisions could be read to suggest
that Section 851 approval is required for a pledge or sale of utility stock. See D.84172, 78 CPUC 157,
1975 WL 34380 (Mar. 4, 1975). See also D.97-11-004, 76 CPUC 2d 378, 1997 WL 780158 (Nov. 5,
1997). PG&E believes that D.98-06-011, as the most recent decision on point, controls.

261 D.19-12-056, at 46-47.

22 See PG&E-09, at 2-3 (response to Question 7) (describing PG&E’s proposed Cost of Capital update
process).
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seeks to recover on an amortized basis as an offset to the interest cost savings created by

PG&E’s Plan are as follows and described in detail above:%3

J Approximately $26 million in typical underwriting fees on new PG&E long-term
debt (excluding any fees on the $6 billion of Temporary Utility debt or the debt
used for PG&E’s contributions to the Wildfire Fund);

o Approximately $4 million in other issuance costs (including typical issuance
costs, such as rating agency, Commission, SEC, and legal fees (excluding any
such fees on the $6 billion of Temporary Utility debt or the debt used for PG&E’s
contributions to the Wildfire Fund);

. Up to $106 million under the terms of the Noteholder RSA as necessary to
achieve the interest rate cost savings for the benefit of customers;

o Approximately $18 million in fees on the Bridge Facility (excluding any fees on
the $6 billion of Temporary Utility debt or the debt used for PG&E’s
contributions to the Wildfire Fund); and

o Any interest rate hedging costs associated with Utility debt that funds rate base
(excluding any costs of interest rate hedging associated with the $6 billion of

Temporary Utility debt or the debt used for PG&E’s contributions to the Wildfire
Fund).

The Noteholder RSA fees are necessary to achieve the significant interest rate benefits of
the Noteholder RSA, and the other fees PG&E seeks to recover are typical issuance fees
recovered in the normal course. The Utility requests that the Commission make a finding that,
apart from any interest rate hedging costs (the reasonableness of which PG&E proposes to
address in its Tier 2 advice letter, if consistent with the final decision in A.19-11-002), these
financing costs are reasonable as estimated (~$154 million), subject to a true-up in the Tier 2
advice letter based on the actual fees incurred. The actual and final amount of these financing

costs, together with any interest rate hedging costs, will be set forth in the Tier 2 advice letter.

263 See PG&E-11.
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The Utility proposes that these financing costs be amortized over the life of the debt as is typical,
and consistent with the testimony of Ms. Yap on behalf of CLECA.>%

The Commission also should authorize PG&E, to the extent necessary for cost recovery,
to record these financing costs in the memorandum account authorized by the Commission in
A.19-11-002. In that application, PG&E requested the establishment of a “Bankruptcy
Financing Memorandum Account effective as of the filing date of this Application to record the
costs of any interest rate hedges and to track other costs that PG&E may incur in connection with
its exit financing.”?®> PG&E included financing-related costs within the requested memorandum
account for the avoidance of doubt because it could incur costs “with respect to PG&E’s exit
financing in advance of [a] final Commission decision[] ... in [.19-09-016 and because
“PG&E’s exit financing may require that certain financing fees be incurred that are not directly
related to specific debt securities ultimately funded as part of PG&E’s consummated exit
financing,” such as the Bridge Facility.?%

The Proposed Decision of ALJ DeAngelis (Rev. 1) in A.19-11-002, which was approved
as an item on the Commission’s consent agenda at its March 12, 2020 voting meeting,
“authorize[s] a memorandum account to track PG&E’s costs limited to executing hedging
transactions” and makes that memorandum account “effective as of the date of the filing of the

Application, consistent with past Commission decisions.”?®’” However, the Proposed Decision

“leave[s] for a later Commission determination, such as in 1.19-09-016, whether PG&E should

264 See CLECA-01, at 19:4-6.
265 A 19-11-002 at 17.
266 14 at 17-18, n. 13.

267 A.19-11-002, Proposed Decision of ALJ DeAngelis (Rev. 1) at 15-16 (citing D.03-09-020 (authorizing
a “bankruptcy finance hedging memorandum account”); D.19-01-019 at 10 (establishment of a memo
account as of the application filing date); D.18-11-051 at 10 (same); D.18-06-029 at 18 (same).
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be further authorized to record costs and fees incurred in connection with PG&E’s total exit
financing package into the memorandum account” established in A.19-11-002.28

Consistent with that direction, PG&E formally makes such a request here in this
proceeding. In particular, some of PG&E’s financing related fees may be incurred upon
approval by the Bankruptcy Court of PG&E’s motion for approval of financing commitment
letters,?%® which could occur as early as March 16, 2020, while other fees may be incurred at a
later date in connection with actual issuance of the exit financing and funding of PG&E’s Plan.
Accordingly, to the extent the Commission determines that recording such costs in a
memorandum account is necessary for inclusion in any update to PG&E’s authorized cost of
debt, PG&E requests that the Commission’s decision in this proceeding authorize PG&E to
record the aforementioned financing-related costs in the memorandum account established in
A.19-11-002, effective as of the date of this filing.

IV.  NON-FINANCIAL ISSUES (Scoping Memo § 3)

A. PG&E’s Board-Level Governance Structure (Scoping Memo § 3.1)

PG&E’s Board-level governance structure includes: (1) a defined Board member
selection process and skills matrix that seek independent and diverse Boards whose members
possess a range of backgrounds, skills, and expertise in safety, utility operations, and other areas;
(2) a well-defined committee structure with clearly assigned responsibilities for safety and other

oversight; (3) active engagement by Board members in oversight of the companies’ safety and

268 Id. at 15.

269 Second Amended Motion for Entry of Orders (I) Approving Terms of Debtors’ Entry Into and
Performance Under, Equity Backstop Commitment Letters, (II) Approving Terms of, and Debtors’ Entry
Into and Performance Under, Debt Financing Commitment Letters and (III) Authorizing Incurrence,
Payment and Allowance of Related Fees and/or Premiums, Indemnities, Costs and Expenses As
Administrative Expense Claims, U.S. Bankruptcy Court for the Northern District of California, Case No.
19-30088, ECF 6013.
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other initiatives; and (4) adherence to Board-level best practices.?’”® No party has submitted any
testimony disputing PG&E’s showing of what the elements of a good board governance structure
are, or that PG&E satisfies those elements. Although a few parties have proposed incremental
changes they believe would improve oversight of PG&E’s operations, no party has offered any
testimony disputing that PG&E’s Board-level “governance structure [is] acceptable” within the
meaning of AB 1054.2"!

PG&E summarizes below the evidence demonstrating that its Board-level governance
satisfies the statute. As PG&E discusses, it also is prepared to adopt nearly all of the ACR’s
proposals for further strengthening the Boards’ oversight of safety and other matters.

1. PG&E’s Board-Level Governance Is Robust, Adheres To Recognized
Best Practices, And Is Heavily Focused On Safety.

PG&E Corporation enjoys the highest rating for board-level governance from
Institutional Shareholder Services Inc. (“ISS”), a leading provider of corporate governance
research—much higher than the average rating of other utility companies.?’> That rating reflects
the fact that PG&E’s Board structure is well positioned to provide effective oversight as PG&E
transforms itself and fulfills its mission of delivering clean energy to its customers reliably,

affordably, and—above all—safely. Specifically:

210 See PG&E-01 at 4-4 — 4-10 (opening testimony of Ms. Brownell) (describing board-level best
practices); PG&E-04 — PG&E-06 (exhibits to opening testimony of Ms. Brownell, including publications
discussing best practices). As PG&E notes in its testimony, the governance structures and practices of the
PG&E Corporation and Utility Boards are substantially similar, and their respective memberships are
nearly identical. (See PG&E-01 at 4-3 n.1 (opening testimony of Ms. Brownell).) Accordingly, PG&E’s
discussion herein generally does not differentiate between the two Boards.

271 pyb. Util. Code § 3292(b)(1)(C).

272 See PG&E-01 at 4-22 (opening testimony of Ms. Brownell) (stating that PG&E Corporation has a
rating of “1” (the most favorable rating on a sale of 1 to 10) for board structure, and that the average
rating for 14 peer utility companies is 5.29). ISS does not assign ratings to the Utility because the Utility
is not a publicly traded company.
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Board Member Nomination Process. PG&E follows a robust director selection process.

PG&E Corporation’s Nominating and Governance Committee, which consists entirely of
independent directors as defined in applicable New York Stock Exchange (“NYSE”) rules, leads
the process of vetting and nominating director candidates based on PG&E’s director skills
matrix.?’? PG&E’s matrix, which the Committee and the Boards re-evaluate annually, seeks to

achieve diverse and well-rounded Boards. PG&E has updated the director skills matrix, which

99, ¢

includes consideration of characteristics such as “[u]tility operations”; “[w]ildfire safety,

99, ¢

preparedness, prevention, mitigation, response, and/or recovery’’; “[w]orkforce safety and/or

99, <6 99, ¢ 99, ¢

public safety”; “[t]lechnology and cybersecurity”; “[n]uclear generation safety”; “[n]atural gas

99, ¢

transmission, distribution, operation, and safety”; “[r]isk management (including enterprise risk

management)”’; and “[i]nnovation and technology in the clean energy or utility industry,” to

name a few.?’* PG&E’s director selection process accords with recognized best practices.?’®

23 See id. at 4-10 —4.11.

214 Id. at 4-11 — 4-12; see also PG&E-05 at 4-Exh.3-16 (California Public Employees Retirement System
(“CalPERS”), Governance and Sustainability Principles (Sept. 2019)) (“Board attributes should include a
range of skills and experience which provide a diverse and dynamic team to oversee business strategy,
risk mitigation and senior management performance.”); PG&E-05 at 4-Exh.4-3 (California State
Teachers’ Retirement System (“CalSTRS”), Corporate Governance Principles (Nov. 2018)) (“The board
should be composed of diverse individuals with the skills, education, experiences, expertise and personal
qualities that are appropriate to the company’s current and long-term business needs.”); PG&E-05 at 4-
Exh.5-2 (Vanguard, Semiannual Engagement Update (2019)) (“An effective board should ... reflect ...
diversity of skill, experience, and opinion.”).

275 See PG&E-05 at 4-Exh.3-19 (CalPERS, supra) (“The main role and responsibilities of the nomination
committee should ... include[] ... [d]eveloping a skills matrix, by preparing a description of the desired
roles, experience and capabilities for each appointment, and then evaluating the composition of the
board.”); PG&E-06 at 4-Exh.8-17 (Deloitte, 2016 Board Practices Report: A Transparent Look at the
Work of the Board (10th ed. 2017)) (reporting that 61% of large cap companies surveyed “use a board
skills matrix or similar tool”); National Association of Corporate Directors (“NACD”), Board Evaluation:
Improving Director Effectiveness, at 8 (2010) (“[I]t is desirable to have an independent committee that is
responsible for board excellence in both board composition and board operations. ... [T]he nominating or
governance committee is an ideal vehicle for this effort.”); NACD, Building the Strategic-Asset Board, at
23 (2016) (“Nominating and governance committees should develop a ‘cleansheet’ assessment of the
board’s needs in terms of director skill sets and experience at least every two to three years, and use it as
an input in continuous-improvement efforts ... .”).
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Board Member Qualifications. PG&E’s Board refreshment process in 2019 resulted in
the departure of 80% of the then-current directors, and the addition of numerous new members
who were well positioned to lead the companies through Chapter 11.27° PG&E’s current Boards
include William D. Johnson (the new PG&E Corporation Chief Executive Officer (“CEO”) and
President who sits on both Boards) and Andrew M. Vesey (the new Utility CEO and President
who sits on the Utility’s Board), both of whom have dedicated their decades-long careers to
safely delivering reliable and affordable energy to millions of customers.?”” PG&E’s other
Board members also collectively have substantial utility operating, safety, and other relevant
experience, including in the areas of gas pipeline safety, electric transmission and distribution
safety, electric generation safety, physical asset security, pipeline safety management systems,
enterprise risk management, and safety culture.?’

Two parties have made proposals for how they believe PG&E’s Board composition can
be improved, though the first proposal is unnecessary, and the second is both unnecessary and
problematic. SBUA proposes that Board members be required to have experience with
“vulnerable communities or small business customers,” and it expressed concern that PG&E’s

director skills matrix lists only “large scale customer experience.””’”® PG&E agrees that it should

be attentive to the needs of all customers, including small businesses,?*” and that the Boards

276 See PG&E-01 at 4-12 — 4-15 (opening testimony of Ms. Brownell).

277 See id. at 4-13 — 4-14; see also PG&E-04 at 4-Exh.1-48 — 4-Exh.1-50 (Compliance Filing in Safety
Culture OII).

278 See PG&E-01 at 4-14 — 4-15 (opening testimony of Ms. Brownell); see also PG&E-04 at 4-Exh.1-1 —
4.Exh.1-64 (Compliance Filing in Safety Culture OII).

27 SBUA-01 at 17 (reply testimony of Ted Howard).

%0 See, e.g., Feb. 26,2020 Tr. at 217 (cross-examination testimony of Mr. Johnson) (testifying that PG&E
has had numerous discussions of operational risk management “in the context of PSPS events on small
businesses and what we can do to make sure that small business knows that we appreciate them as
customers”); Feb. 28, 2020 Tr. at 726 (cross-examination testimony of Ms. Brownell) (“If you want to
talk about our commitment to the small business community, we’ve had a good relationship.”).
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should be well positioned to provide effective oversight in this regard. In fact, PG&E’s current
Board members, including the PG&E Corporation Chair Nora M. Brownell, collectively have
extensive experience providing or overseeing utility and other services to small business
customers.”®' Further, Ms. Brownell clarified on cross-examination that the matrix’s reference to
“large scale customer experience” refers not to experience with large customers, but, rather, to
extensive experience with all kinds of customers.>?

TURN proposes that “the PG&E Board(s) be composed of at least one-third of members
with direct operational experience in the energy industry,” and that “at least a majority of the
Board members have safety experience in the energy industry or another industry (such as
chemicals, manufacturing, or aviation, to name just a few) that provides potentially hazardous
products or services.””3 In general, PG&E agrees that its Boards benefit from directors who
have experience in these industries. But a “prescriptive” quota of directors** could prevent
PG&E from installing the best possible Boards, given the need to balance a diversity of skills
and expertise on the Boards in light of the pool of qualified candidates who are willing to serve.
PG&E views this as an inherent problem with any proposal for inflexible quotas, and therefore

urges rejection of such proposals in favor of a more flexible matrix that permits the Boards to

consider the mix of relevant skills among candidates.

281 See PG&E-04 at 4-Exh.1-1 — 4.Exh.1-64 (Compliance Filing in Safety Culture OII) (describing Board
members’ experience providing or overseeing service to utility customers, among other kinds of
experience); see also Feb. 28, 2020 Tr. at 727 (cross-examination testimony of Ms. Brownell) (“We have
customers of all sizes. | was a small business lender. We were number one SBA lenders in our region for
the ten years [ was at the bank. I’m a small business owner. So I can appreciate the perspective of how
important, and often neglected, the small business community is.”).

282 See Feb. 28, 2020 Tr. at 727 (cross-examination testimony of Ms. Brownell) (“By ‘large-scale
customer experience’—and we may have been inarticulate; this is a work in progress—I think we [meant]
with [a] customer—major customer-facing experience, could be small business, could be the big
industrials that are also represented here. We have customers of all sizes.”).

28 TURN-01 at 12-13 (reply testimony of Thomas Long).
4 1d. at 12.
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That said, PG&E’s director skills matrix already includes the criteria TURN
recommends, as noted above. Further, PG&E’s current Boards significantly exceed the
percentage thresholds TURN proposes. Eight of the 15 members of the Utility’s Board, and
seven of the 14 members of PG&E Corporation’s Board, have direct operational and/or
significant safety experience in the energy industry, including:

o William Johnson, who has dedicated his decades-long career to delivering safe,
reliable, and affordable energy service to millions of customers;

o Andrew Vesey, who has devoted his lengthy career to doing likewise;

o Nora Mead Brownell, who has served as a commissioner of the Federal Energy
Regulatory Commission (“FERC”) and the Pennsylvania Public Utility
Commission, and as a director of numerous energy companies;

o Cheryl F. Campbell, who has more than 35 years of experience with safety and
other utility operations, including in CEO, president, and other senior leadership
positions;

o Fred J. Fowler, who has more than 45 years of experience in safety and other
utility operations, including in CEO, president, and other senior leadership
positions;

o Eric D. Mullins, who, as co-CEO of a firm that operates oil and natural gas
properties, is responsible for safe operations for a workforce of over 200
employees as well as numerous independent contractors;

o Kristine M. Schmidt, who has more than 35 years of experience in the electricity
industry, both in CEO, president, and other senior positions and as a former FERC

commissioner advisor; and

J John M. Woolard, who has served as CEO and president of numerous energy
technology companies.?®’

Other directors have additional safety experience from other inherently hazardous
industries, just as TURN proposes. Such directors include, for example, Alejandro D. Wolff,

who has served on the Health, Safety and Environment Committee of Albemarle Corporation (a

285 These directors’ safety and utility operating experience are summarized in more detail on pages 4-14
to 4-15 of Ms. Brownell’s opening testimony, and in the Compliance Filing attached as Exhibit 1 thereto
(PG&E-04 at 4-Exh.1-1 — 4.Exh.1-64).
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public specialty chemicals company); on the boards of Rockwood Holdings and Versum
Materials (public specialty chemicals companies) where he chaired the committees responsible
for overseeing the company’s Health, Safety and Environment policies and practices; and on the
board of JetSMART Holdings Limited (an airline operating in South America).?%¢ PG&E’s
Boards will continue to look for qualified candidates with such experiences for the Boards on the
Effective Date of its Plan.

Board Member Independence. PG&E’s Corporate Governance Guidelines require at least

75% of the Boards to be independent as defined in NYSE rules—significantly in excess of the
minimum percentage regarded as a best practice.”®” Moreover, all of PG&E’s current Board
members other than Messrs. Johnson and Vesey are independent.?®® Additionally, all Board
committee chairs are independent, as are all committee members (except that Mr. Johnson is a
member of PG&E Corporation’s Executive Committee, and Mr. Vesey is a member of the

Utility’s Executive Committee).?’

286 See PG&E-04 at 4-Exh.1-9, 4.Exh.1-15, 4.Exh.1-20, 4.Exh.1-62 — 4.Exh.1-64 (Compliance Filing in
Safety Culture OII describing Mr. Wolff’s safety credentials). NorthStar specifically recommended
“l[a]dd[ing] Independent Directors to the Board who have experience with safety, perhaps in another
industry such as aviation.” (NorthStar Consulting Group, Final Report: Assessment of Pacific Gas and
Electric Corporation and Pacific Gas and Electric Company’s Safety Culture, at I-12 (May 8, 2017)
(“NorthStar Report”) (emphasis added).)

287 See PG&E-01 at 4-18 (opening testimony of Ms. Brownell); see also PG&E-05 at 4-Exh.6-2
(BlackRock, Proxy Voting Guidelines for U.S. Securities (Jan. 2019)) (“We expect a majority of the
directors on the board to be independent.”); PG&E-05 at 4-Exh.3-11 (CalPERS, supra) (“Nearly all
corporate governance commentators agree that boards should be comprised of at least a majority of
‘independent directors.’”’); PG&E-05 at 4-Exh.4-3 (CalSTRS, supra) (“The board should be comprised of
at least two-thirds of independent directors who do not have a material or affiliated relationship with the
company, its chairperson, CEO or any other executive officers.”); PG&E-06 at 4-Exh.9-10 (Financial
Reporting Council, The UK Corporate Governance Code (July 2018) (“UK Code”) (“At least half the
board, excluding the chair, should be non-executive directors whom the board considers to be
independent.”); NACD, Board Evaluation: Improving Director Effectiveness, at 4 (“A board with the
right people will have a substantial majority of independent directors ... .”)

88 See PG&E-01 at 4-18 (opening testimony of Ms. Brownell).

2% See id.; see also PG&E-05 at 4-Exh.3-11 (CalPERS, supra) (“Committees who perform the audit,
director nomination and executive compensation functions should consist entirely of independent
directors.”); PG&E-05 at 4-Exh.4-4 (CalSTRS, supra) (“Companies should have audit, nominating and
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Mr. Gorman criticizes what he views as the lack of “separation” between the Boards of
PG&E Corporation and the Utility**® and recommends that the Utility Board “be able to operate
independently of its Parent Company Board.”?! PG&E Corporation and the Utility are separate
corporate entities with separate Boards. While the members of the two Boards overlap (with the
exception that Mr. Vesey serves on the Board of the Utility but not the parent), there is no record
basis to question that the directors will act in accordance with their fiduciary duties and legal
obligations. Mr. Gorman nevertheless asserts that there is an “inherent conflict” between PG&E
Corporation and the Utility.*®> This claim is unsupported and incorrect. PG&E Corporation’s
only asset (with immaterial exceptions) is the Utility.?”> As such, PG&E Corporation’s interests
are fully aligned with the Utility’s. While Mr. Gorman asserts that the capital investment
planning by the Finance Committee of the PG&E Corporation Board “can be problematic to the
extent that PG&E Corporation has higher priorities for capital programs outside the Utility than
its priorities for the Utility,”?** that hypothesis does not apply to PG&E Corporation, which has
no capital programs outside the Utility.

In addition, the Commission’s Holding Company conditions and Affiliate Transaction
Rules are designed to protect the Utility and its customers from such a diversion of capital
needed by the Utility to carry out its public service mission. The Holding Company conditions,

for example, require that the Utility’s dividend policy “shall continue to be established by

compensation committees. Those committees should be composed of at least three independent
directors.”); PG&E-05 at 4-Exh.6-2 (BlackRock, supra) (“[A]ll members of key committees, including
audit, compensation, and nominating / governance committees, should be independent.”).

20 TURN-EPUC-IS-02 at 28 (reply testimony of Mr. Gorman).
P 1d at 31.

292 Id.

293 See PG&E Corporation Annual Report on Form 10-K filed Feb. 18, 2020 at 13, 65, available at
http://d18rmO0p25nwr6d.cloudfront.net/CIK-0001004980/80cdad4f-e17f-4b81-8774-0370bbde5{f3.pdf.

2% TURN-EPUC-IS-02 at 28 (reply testimony of Mr. Gorman).
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PG&E’s Board of Directors as though PG&E were a comparable stand-alone utility company,”
that the “capital requirements of PG&E, as determined to be necessary to meet its obligation to
serve, shall be given first priority by the Board of Directors of PG&E’s parent holding company
and PG&E,” and that the Utility shall maintain a balanced capital structure.”®> The Commission
adopted these rules in an era in which PG&E and other California investor-owned utilities had
active non-regulated affiliates, and the Commission concluded that its holding company
conditions would protect utility customers.?*® The Commission subsequently strengthened those
protections through its adoption of Affiliate Transaction Rules.?”” While Mr. Gorman asserts in
passing that these conditions and rules are insufficient,”® he provides no data, examples, or other
evidence in support.

The Commission’s Holding Company Conditions and Affiliate Transaction Rules strike
the right balance between protection of the Utility and its customers, on the one hand, and
preservation of the parent company’s prerogatives to govern the Utility. After all, the holding
company owns all of the common stock of the Utility, and as the owner has the right and legal
duty to oversee the Utility. The Commission expressly endorsed this principle—and expressly
rejected Mr. Gorman’s suggestion that the Utility’s Board “operate independently” of its

parent—in its decision adopting the Affiliate Transaction Rules.?*’

2951.96-11-017 (Ordering Paragraphs 14, 15, 17).
2% See id. (Conclusion of Law 6).

27 See D.06-12-029. For example, Rule IX.A requires the Utility to file certain information with the
Commission regarding its capital needs.

%8 See TURN-EPUC-IS-02 (reply testimony of Mr. Gorman) at 28.

2% D.06-12-029 at 20 (“Respondents contend that sound governance principles and duties under [law] ...
require that holding company officials must have access to all material information about their
subsidiaries’ businesses. Such information, they argue, is necessary for a holding company to certify the
company’s financial statements and internal controls and thereby accurately disclose all material
information to investors in a timely manner. We agree.”)
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Finally, Mr. Gorman’s undeveloped suggestion that the Utility be “ring-fence[d]” from

3% should be given no weight. Affiliate Transaction Rule IX.C**! already

the holding company
addresses this subject, and Mr. Gorman provides no basis to conclude that the existing rule is

insufficient.

Board Member Diversity and California Residency. The current Boards are racially and

ethnically diverse, and exceed by many multiples the gender diversity requirements of
Corporations Code Section 301.3. The Boards are committed to maintaining and enhancing their
diversity as new Boards are established on exit**? consistent with best practices.?*> Board

members who reside in California make up 36% of the PG&E Corporation Board and 40% of the

390 Mar. 4, 2020 Tr. at 1393-94 (cross-examination testimony of Mr. Gorman). The transcript at 1393:21
says only “separation” whereas Mr. Gorman said “ring-fence separation,” and at 1394:2 erroneously says
“brief and separation” when he actually said “ring-fence separation.” The video of the hearing on the
Commission’s website accurately records his words.

31 D.06-12-029, App’x A-3, at 32-33.

392 See PG&E-01 at 4-19 (opening testimony of Ms. Brownell); Feb. 28, 2020 Tr. at 769 (cross-
examination testimony of Ms. Brownell) (“We have five women now, we want to increase that. We have
some demographic diversity that—or ethnic diversity that I think we certainly want to maintain, if not
enhance.”); id. at 770 (“It is the goal of the Board refreshment process to focus on the skills that have
been identified in th[e] matrix because, first and foremost, that’s important ... for the appropriate
oversight. But certainly we want as much diversity as we can and that bring those skills. It’s how we got
five women and the current ethnic diversity. And that will continue to be a focus.”).

393 See PG&E-05 at 4-Exh.6-4 (BlackRock, supra) (“In identifying potential candidates, boards should
take into consideration the full breadth of diversity including personal factors, such as gender, ethnicity,
and age ... . In addition to other elements of diversity, we encourage companies to have at least two
women directors on their board.”); PG&E-05 at 4.Exh.7-2 (Deloitte Global Center for Corporate
Governance, Women in the Boardroom: A Global Perspective (6th ed. 2019)) (“We expect to see a
growing consensus that women and other underrepresented groups are critical contributors to a well-
composed board. ... Increased gender diversity at all levels leads to smarter decision-making, contributes
to an organization’s bottom line, powers innovation, and protects against blind spots, among other
benefits.”); PG&E-06 at 4-Exh.8-8 (Deloitte, 2016 Board Practices Report, supra) (noting that board
diversity includes “gender, race, ethnicity, generation/age and thought”); NACD, The Diverse Board:
Moving from Interest to Action, at 8 (2012) (“A comprehensive definition of diversity must include both
... identity and skills. Given the nature of the business world today, neither aspect can be excluded from
the other.”).
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Utility Board—and PG&E has committed to use its best efforts to increase these percentages to
at least 50% upon Chapter 11 emergence.>%*
PG&E supports the ACR’s proposal that “[a]t least 50 percent of the directors ... be

395 provided that the Boards would retain

California residents at the time of their election,
flexibility to nominate a slate of directors with a lower percentage if doing so would result in
more qualified Boards overall.>®® PG&E has committed to “us[ing] its best efforts to achieve a
target of at least 50 percent California resident directors at Chapter 11 emergence.”"” PG&E
believes that California residency is important, but also believes that it needs to be balanced
along with other critical priorities (e.g., ensuring adequate Board experience with wildfire risk
mitigation), and the availability of qualified candidates who are willing to serve. The balance
between these needs, including California residency, can be determined only after the search is
conducted and candidates identified.

Joint CCA witness Mr. Beach proposes that PG&E adopt “a goal of a clear majority of its
board members residing in its service territory.”**® In fact, PG&E has included “Pacific Gas and

Electric Company customer” in the director skills matrix,**® and the Boards currently include

several directors who reside in PG&E’s service territory.>' As noted, PG&E has a goal that

394 See PG&E-01 at 4-19 (opening testimony of Ms. Brownell).
395 ACR § 4, App’x A at 5.

3% PG&E’s Boards can only nominate; the shareholders are ones who ultimately determine who the
directors shall be. See Corp. Code § 301.

37 PG&E-01 at 4-19 (opening testimony of Ms. Brownell).
3% JCCA-01 at ii, 18 (reply testimony of Mr. Beach).

39 PG&E Corporation and Pacific Gas and Electric Company Joint Proxy Statement at 19 (May 17,
2019), available at http://s1.q4cdn.com/880135780/files/doc_financials/2019/05/2019-Proxy-Statement-
final-web-ready.pdf.

319 See Feb. 28, 2020 Tr. at 695 (cross-examination testimony of Ms. Brownell).
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50% of its Boards on exit will be California residents. The Commission should not impose a

stricter requirement given the need to find the best candidates with a range of skills.

Board Committee Structure. The PG&E Corporation and Utility Boards use well-defined
committee structures with clearly defined responsibilities, consistent with best practices.?!!
These committees include Audit Committees, a Compensation Committee, a Compliance and
Public Policy Committee, Executive Committees, a Finance Committee, a Nominating and
Governance Committee, and SNO Committees. Committee responsibilities are specified in
written committee charters.?!? The committees work together, and different committees
coordinate on matters that cut across their respective purviews, including through holding joint
committee meetings.>!?

SBUA nevertheless has expressed “concern[]” that because safety is related to other
subject-matter areas (e.g., compliance), and because different Board committees bear oversight
responsibility for different areas, PG&E may not have “a [singular] safety committee of [the]
board of directors comprised of members with relevant safety experience within the meaning of
[AB 1054].”3* SBUA does not actually assert that PG&E lacks a qualified safety committee,

but instead just flags the question and asks PG&E to “clarify what mechanisms are in place to

3 See PG&E-01 at 4-8 (opening testimony of Ms. Brownell); see also PG&E-06 at 4.Exh.10-6 (Deloitte
Center for Board Effectiveness, Framing the Future of Corporate Governance (2016)) (observing that
“board committees [have] become increasingly critical to the operations of the board,” and that a board
should “inventory[] the critical responsibilities of each governance element ... and then identify[] those
that are appropriate for a board committee and those best addressed by the full board”).

312 See PG&E-06 at 4.Exh.13-1 — 4.Exh.22-4 (committee charters); see also PG&E-01 at 4-15 —4-17
(opening testimony of Ms. Brownell) (summarizing committee responsibilities and membership).

313 See PG&E-01 at 4-17 (opening testimony of Ms. Brownell).
314 SBUA-01 at 7 (reply testimony of Mr. Howard) (first bracket from SBUA; emphasis removed).

-89-



assure affective [sic] coordination, clarity of responsibility and role-differentiation within the
Board structure.”*!'> SBUA’s concerns and questions are addressed by PG&E’s testimony.

“The SNO Committees generally centralize oversight of all safety issues, consistent with
NorthStar Consulting Group’s recommendation to move to greater integration of safety functions
given that safety is an enterprise-wide issue.”!® Relatedly, the SNO Committees “oversee
matters relating to compliance with respect to the Utility’s nuclear, generation, gas and electric
transmission, and gas and electric distribution operations and facilities.”*!” The SNO
Committees also are assuming additional safety-related responsibilities that are transitioning
from the Compliance and Public Policy Committee.’!® Thus, the SNO Committee of the
Utility’s Board is the relevant safety committee for purposes of AB 1054, and no party has
disputed that its members have the safety experience required by the statute.’!'® This is
confirmed by the issuance of the initial Safety Certificate to the Utility by the Commission’s
Executive Director in August 2019.3%

Because safety is not and cannot be hermetically sealed off from other issues, the SNO
Committees necessarily coordinate with other committees, including the Audit Committees and

the Compliance and Public Policy Committee.*>! PG&E’s testimony explains some of the

mechanisms by which this is done:

315 [d

31 PG&E-01 at 4-29 (opening testimony of Ms. Brownell) (emphasis added).
317 Id. at 4-31 n.39 (emphasis added).

18 See id. at 4-16 — 4-17.

31 Compare id. at 4-17 (listing SNO Committee members) with PG&E-04 at 4-Exh.1-1 — 4.Exh.1-64
(Compliance Filing in Safety Culture OII detailing director safety qualifications).

320 See Pub. Util. Code § 8389(e)(3) (permitting issuance of a safety certification only upon a showing
that a utility has, among other things, “established a safety committee of its board of directors composed
of members with relevant safety experience”).

321 See PG&E-01 at 4-28 — 4-32 (opening testimony of Ms. Brownell).
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The Audit Committees, the SNO Committees, and the Compliance and Public
Policy Committee ... work together to help ensure proper oversight [of safety, risk,
and compliance]. These committees meet jointly at least twice a year to coordinate
their efforts to ensure that significant issues are being reviewed appropriately. They
also frequently meet with the Federal Monitor or his delegates. The committees’
written charters ... ensure that the committees have the appropriate authority and
funding to carry out their respective responsibilities, and the charters also formalize
requirements for regular reports and communications from senior management.>??

PG&E’s testimony thus addresses the questions SBUA raised about the SNO Committees and
their coordination with other committees.

SBUA separately notes that “the list [in Ms. Brownell’s opening testimony] of
responsibilities of PG&E’s Board committees does not specify SMB [small and medium
business] services or program oversight,” and SBUA wonders which committee has such
oversight.** Because PG&E does not have an “SMB Committee”—and no party contends that it
should—the answer to SBUA’s question is that it depends on the issue. For example, if it is a
safety or safety-related compliance issue affecting small and medium businesses, it falls within
the purview of the SNO Committees; whereas if it is a different type of compliance issue
affecting small and medium businesses, or a public policy issue, it generally falls within the
purview of the Compliance and Public Policy Committee.

Board Oversight of Safety, Risk, Compliance, and PSPS. The current Boards have made

focused efforts to improve oversight of safety, risk, and compliance. For example, Board and/or
committee meetings are regularly attended by senior management, including the PG&E

Corporation and Utility CEOs, the CECO, the interim CSO, and the CRO.3>* The Boards and the

322 Id. at 4-28; see also id. at 4-29 (“The Audit Committees ... annually receive and review a report
summarizing the primary categories of risk management activities and allocate oversight for specific
enterprise risks and ‘enterprise risk topics’ ... among various Board committees. This allocation
generally has assigned oversight of safety risks to the SNO Committees.”).

323 SBUA-01 at 17 (reply testimony of Mr. Howard).
324 See PG&E-01 at 4-19 (opening testimony of Ms. Brownell).
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SNO, Audit, and Compliance and Public Policy Committees also receive regular reports from
these officers concerning establishment of and performance on safety, compliance, ethics, and
risk metrics.’?®

Additionally, the Boards have worked closely with management to make significant
improvements to how PG&E identifies, measures, and mitigates risk, including through its
quantitative-based Enterprise and Operational Risk Management program.** The Boards also
have supported the creation of the ISOC, which will be a technical resource to the Boards and
management and will provide an additional layer of oversight of safety performance.??” The
Boards also have consulted extensively with the Federal Monitor and his team, including in
executive sessions without management present.3?® As discussed in Part IV.B.2.c.ii below, the
Boards also support the ACR’s proposal for an Independent Safety Advisor to be appointed once
the Federal Monitorship and/or probation ends, and support having such Advisor work with
PG&E’s Boards, Chief Risk Officer, Chief Safety Officer, and other management to develop
recommendations to address compliance issues and enhance PG&E’s safety performance. The
Boards also have set a precedent for Board members making scores of visits to the field “to be
visible, engaged, and knowledgeable” with employees and the community, and “to get a really
intense deep dive into all of the business practices of the Company.”3?
The Boards also have been keenly attuned to oversight of PSPS events. Board members

spent significant time in PG&E’s Emergency Operations Center (“EOC”) during the October and

November 2019 PSPS events; attended meetings with state and local officials (including Cal

323 See id. at 4-19, 4-28 — 4-32.

326 See id. at 4-23 — 4-25.

327 See id. at 4-25 — 4-26; see also id. at 5-23 — 5-25 (opening testimony of Mr. Vesey).
328 See id. at 4-27 — 4-28 (opening testimony of Ms. Brownell).

329 Feb. 28, 2020 Tr. at 693 (cross-examination testimony of Ms. Brownell).
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OES and the California Department of Forestry and Fire Protection) to discuss how PG&E’s
execution of PSPS could be improved; and met with the Sonoma County Farm Bureau, and tribal
representatives in Sonoma and Humboldt Counties, to get their post-event feedback.**® The
Boards also are focused on overseeing PG&E’s efforts to reduce the incidence and impacts of
PSPS through a variety of initiatives.**!

Although the Boards indisputably have been heavily engaged in overseeing safety, risk,
compliance, and PSPS, intervenors CLECA and TURN nevertheless make a number of proposals
that they believe could improve the Boards’ oversight. PG&E responds to these proposals as
follows:

1SOC Reporting. CLECA proposes that the ISOC (or an equivalent technical advisor)
“not report to PG&E Management but instead report only to PG&E’s Board.”**?> CLECA does
not explain why the ISOC’s reports should not also be circulated to management, which can
benefit from such input. To the extent CLECA is concerned that the ISOC somehow will be
beholden to management, its concern is misplaced. ISOC providing reports to management does
not undermine the ISOC’s independence. Moreover, “[a]ll of the ISOC’s members besides [the
chair Christopher] Hart are external to PG&E,” and thus the ISOC is able to do its job

independently—gathering information from management, but not answering to management.’>?

330 See PG&E-01 at 4-32 (opening testimony of Ms. Brownell); see also Feb. 28, 2020 Tr. at 723 (cross-
examination testimony of Ms. Brownell) (“I was in the EOC. I was working with the team to find quick
solutions. It is why we spent the time since then with a number of work streams to address those
issues.”).

31 See PG&E-01 at 4-33 (opening testimony of Ms. Brownell).
32 CLECA-01 at 5 (reply testimony of Ms. Yap) (emphasis added).

333 PG&E-01 at 4-26 (opening testimony of Ms. Brownell); see also PG&E-01 at 5-24 (opening testimony
of Mr. Vesey) (“In addition to Mr. Hart, all of the other [[SOC] members are independent and external to
PG&E, although certain Utility employees will assist individual [ISOC] members in performing their
duties.”).
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Finally, the Boards have the prerogative to retain their own advisors to the extent they deem it
necessary or advisable to do s0.3%*

Commission Audits Of Board Deliberations. CLECA proposes, in a single sentence, that
“the Commission require the Board to conduct a rigorous evaluation of every major safety
proposal made by Management and subject that evaluation process to an after-the-fact audit
process conducted either by Commission staff auditors or outside auditors hired by the
Commission at the expense of PG&E’s shareholders.”?* CLECA does not explain what this
proposal would entail, or what purpose it would serve. PG&E’s Boards already evaluate the
“major safety proposal[s]” management brings to them; that is a basic function of the board of a
utility. CLECA’s proposal that the Commission’s staff begin “auditing” Board discussions and
deliberations is as unexplained as it is unprecedented; CLECA does not say what the
Commission’s staff would be looking for, why the staff should become the arbiters of the quality
of Board deliberations, why or how the staff are well-positioned to serve that role, or how such a
regime could co-exist with the business judgment rule. Whatever CLECA hopes this proposal
might accomplish, PG&E respectfully submits that the proposal is neither appropriate nor
productive. PG&E also notes that, as discussed below, PG&E supports the ACR’s proposals that
the SNO Committees provide periodic reports to the Commission, that PG&E’s CRO appear
before the Commission or meet with Commission staff at least quarterly, and that the appropriate
officer (CEO, CRO, or CSO) provide semiannual performance reports to the Commission staff

relating to public safety and related matters. PG&E believes that such reporting should address

whatever concerns are animating CLECA’s proposal.

33 PG&E-01 at 4-15, 4-31 (opening testimony of Ms. Brownell) (noting that the Compensation
Committee uses “independent compensation consultants, legal counsel, [and] other advisors,” and that the
SNO Committees “have authority to hire third-party safety and utility operations experts”).

335 CLECA-01 at 6 (reply testimony of Ms. Yap).
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Employee/Managerial Codes. CLECA proposes that PG&E review and potentially revise
its Employee Code of Conduct “to ensure the most complete and ... understandable
communication of ethical standards.”**® TURN similarly proposes that “the Commission should
direct, as a condition of Plan approval, that [PG&E] agree to propose, in a filing with the CPUC
shortly after PG&E’s exit from bankruptcy, a Code of Managerial Expectations.”*’ TURN says
that “[t]he Commission should allow interested parties to address [the proposal] in this or another
docket of the Commission’s choosing, with a goal of reaching a Commission decision on a
required Code within one year of PG&E’s exit from bankruptcy.”*

PG&E agrees that it could be constructive for the Boards to consider updating the
Employee Code of Conduct and developing a separate Code of Managerial Expectations. PG&E
views this, however, as falling squarely within the traditional function of a board and its business
judgment. PG&E does not agree that it needs to be part of a Commission proceeding, and in
particular the language of these Codes should not be imposed as a condition of approval of
PG&E’s Plan.

Written Certification Regarding Safety. TURN proposes that Board members be required
to “agree[] in writing that safety is PG&E’s highest objective and that financial goals such as
enhancing shareholder value[] are secondary.”**° TURN’s proposal, in the abstract, is

laudable—certainly “[t]he Boards view customer and workforce safety as PG&E’s first and

highest imperative .... because safety is the right thing to do, period.”**® The implementation of

30 1d. at 9.

37 TURN-01 at 23 (reply testimony of Mr. Long).
38 1d. at 24.

9 1d at11.

30 PG&E-01 at 4-23 (opening testimony of Ms. Brownell); see also id. at 4-1 (stating that “customer and
workforce safety [are] PG&E’s first and highest priority”); id. at 4-2 (“The Boards’ first and highest
priority is keeping customers and workers safe as PG&E provides reliable, affordable, and clean energy to
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TURN’s proposal, however, presents a number of issues that render the proposal impractical and
unnecessary.

To illustrate, suppose PG&E devised a means of eliminating all risk of carpal tunnel
syndrome for its office workers, but it would cost $10 billion to implement and thus financially
devastate the companies. TURN’s proposal would raise numerous questions, such as whether
the directors, having certified in writing that safety takes precedence, would be obligated to
cause PG&E to make that safety investment, whether they would face personal liability if they
did not, whether they would be obligated to cause PG&E to spend the money if it only cost
$150 million or only $1 million, how they would know where the line is if indeed there is a line,
whether they would be obligated to cause PG&E to spend the money if PG&E could deploy the
same funds to improving system reliability or advancing the State’s clean energy goals, and how
the directors could be sure that the written certification TURN proposes would not be used
against them in shareholder derivative or other litigation challenging their exercise of business
judgment. Qualified director candidates undoubtedly would think twice about serving on
PG&E’s Boards if they were required to provide the written certification TURN proposes, given
its uncertainties in application and its potential consequences for personal director liability.

Moreover, TURN’s proposal has no logical stopping point. It is unclear why the
directors would not also be required to certify in writing that reliability takes precedence over

financial performance, or that the State’s clean energy goals takes precedence, or that

its customers while returning to financial stability and health.”); id. at 1-1 (opening testimony of Mr.
Johnson) (“PG&E is in the process of making, and is dedicated to, transformative change to ensure that
we prioritize safety and our customers’ welfare, and PG&E commits to continue these efforts as it
emerges from Chapter 11 under its plan.”); id. at 5-4 (opening testimony of Mr. Vesey) (“[T]he Utility’s
future success depends on focusing on customer and workforce welfare across all its dimensions—
including, most critically, safety culture and performance ... .”).
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compliance with laws and ethical standards takes precedence. It is unclear where the road

TURN is proposing would lead, or what the potential consequences would be.**!

Further, TURN’s proposal rests on a false dichotomy between safety and financial
performance, when the reality is that “[s]afety and financial performance go hand in hand at
PG&E.”*? As Ms. Brownell explained in her opening testimony:

Strong safety performance is vital for solid financial performance, and conversely,
strong financial performance is necessary to fund safety improvements such as
system hardening. For example, a catastrophic public safety event can have a
devastating effect on the companies’ financial performance, as demonstrated by the
current Chapter 11 proceedings and the substantial decline in PG&E Corporation’s
stock price since the 2017 and 2018 wildfires. Conversely, poor financial
performance can, at a minimum, increase the costs of the capital needed to fund
safety investments—increased costs that are passed on to customers. Extended
poor financial performance also can lead to an inability to raise capital or fund
programs, a loss of talent, and a need to increase rates.>**

Ms. Brownell expanded on this during cross-examination:

I believe a fiduciary responsibility to shareholders means that we do everything
possible to deliver value to the customers, to the communities, and to other
stakeholders. That’s particularly true, I think, in a utility where both the economy
but the very well-being of individuals in the community is part of that duty.

If I'm not serving the customers, if I have a massive failure in safety, as we have
seen, if the people who purchase my services and pay my bills are not satisfied, that
has a direct translation into the financial well-being of the Company. In other
words, the stock price declines significantly when you have ignored these
fundamental responsibilities. So I think it’s—you asked the question honestly as if

31 See Feb. 28, 2020 Tr. at 719 (cross-examination testimony of Ms. Brownell) (“But we could also sign
something that says if fiduciary responsibilities and reliability came into conflict or sustainability or
environmental stewardship. I—you know, all of those are underpinnings of a successful company and,
therefore, its financial—its financial stability and performance. So I understand why you would like that.
... I believe we’re held accountable to a standard of performance, particularly when you’re elected year
by year.”).

32 PG&E-01 at 4-23 (opening testimony of Ms. Brownell).
W3
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they’re mutually exclusive, and I don’t believe that’s actually a reflection of how it
works.>*

Simply put, TURN, PG&E, and PG&E’s Boards are in wholehearted agreement that
safety is job one. TURN’s proposal for some sort of written certification, however, is
problematic on numerous levels.

2. PG&E Supports Numerous Of The ACR’s Proposals Regarding
Board-Level Governance.

PG&E supports nearly all of the ACR’s Board- and Board-committee related proposals,
albeit with clarifications in some instances.

(a) Proposals Regarding The SNO Committees (ACR § 3)

SNO Committee Responsibilities and Reporting. PG&E supports the ACR’s proposal

that the SNO Committees “provide oversight of PG&E’s wildfire mitigation plan, Public Safety
Power Shutoff ... program, and related investments,” and “[c]Jompliance with [any] Safety and
Operational Metrics” that may be adopted.’*> PG&E also supports the ACR’s proposal that the
SNO Committees provide “[p]eriodic reporting to [the Utility’s] and PG&E Corporation’s
boards of directors and the CPUC staff, including, when appropriate, detailed recommendations
based on [the Committees’] review of PG&E’s expenditures, protocols, and procedures with
respect to the foregoing.”**¢ PG&E also supports the ACR’s proposal that the SNO Committees
have oversight of “PG&E’s responses to the recommendations of the Independent Safety
Advisor, if one is [appointed].”**

Following a Commission decision adopting this proposal, PG&E would implement it by

amendments to the SNO and Compliance and Public Policy Committee charters, which would be

34 Feb. 28, 2020 Tr. at 714-15 (cross-examination testimony of Ms. Brownell).
35 ACR § 3, App’x A at 4.

346 17

347 Id.
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filed as part of the Plan Supplement in the Chapter 11 cases, and which would identify specific
risk elements that must be addressed by the SNO Committee.>*® The charters would be effective
no later than the Effective Date of the Plan. PG&E would not amend the SNO Committee
charters to modify or limit the effect of the proposal as adopted without advance notification to
the Commission. The additional responsibilities of the SNO Committees would remain in effect
unless and until the Commission approves their elimination based on PG&E’s post-Effective
Date safety and operational history.

Third-Party Advisors. PG&E supports the SNO Committees having “authority to hire

third-party safety and utility operations experts to advise and provide analysis to assist them with
their oversight responsibilities.”** In fact, the SNO Committees already have “authority to hire
9350

third-party and utility operations experts.

SNO Committee Selection and Membership. PG&E supports the ACR’s proposal for

“consultation with or approval by the State [which PG&E construes to mean the Governor’s
Office] ... for the initial members of the SNO Committees” upon Chapter 11 emergence.®>! It is
the responsibility of the Boards to determine committee membership based on the Boards’
detailed knowledge of the Board members’ qualifications and to balance the workloads of
directors across the various committees. In carrying out this responsibility, the Boards will take

into account the views of management and various stakeholders, including ensuring that the SNO

38 The charter of the SNO Committee will be included in the Plan Supplement or other documents filed
with the Bankruptcy Court. PG&E will ensure that all such documents implementing the ACR’s
Proposals as filed with the Bankruptcy Court will be in a form acceptable to the Governor’s Office.

349 Id
30 PG&E-01 at 4-31 (opening testimony of Ms. Brownell).
3TACR § 3, App’x A at 4.
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Committee members are acceptable to the Governor’s Office, but the Boards retain the ultimate
authority to appoint committee members.

Given the role of the Governor’s Office, and the need to act quickly, PG&E believes that
consultation with or approval from the Commission staff regarding SNO Committee membership
is neither necessary nor appropriate. Initially, PG&E views this proposal as impractical given
the timeline. PG&E expects its post-emergence SNO Committee members to be designated
before the Commission issues its decision in this proceeding. As such, a Commission decision
directing PG&E to consult with staff would likely be moot when issued. In addition, there is no
record evidence or other basis to question the ability of the Boards to select qualified members of
the SNO Committee. PG&E believes that the process outlined above—in which the Boards
consult with the Governor’s Office and other stakeholders before selecting the members of the
SNO Committees—should be sufficient to provide confidence that the members of the SNO
Committees will be well qualified.

PG&E does not oppose having a Board-level safety subcommittee approve post-
emergence SNO Committee members, if such a subcommittee is formed (though as discussed
below, PG&E believes such a subcommittee is unnecessary and would be counterproductive).

(b) Proposals Regarding the Boards As A Whole (ACR § 4)

Board Member Characteristics. PG&E supports the ACR’s proposal to evaluate Board

member candidates based in part on “[t]he character of the candidates and their fit with the board
culture such as self-awareness, integrity, ethical standards, judgment, interpersonal skills and
relations, communication skills, and ability to work collaboratively with others.”**? PG&E

already evaluates candidates through this lens; as stated in its most recent proxy statement,

32 ACR § 4, App’x A at 5.
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PG&E’s “goal is to create for each company a balanced and multi-disciplinary Board composed
of qualified, dedicated, and highly regarded individuals who have experience relevant to the
company’s operations, understand the complexities of the company’s business environment, and
possess capabilities to provide valuable insight, judgment, and oversight.”3>?

PG&E also supports the ACR’s proposal to evaluate Board member candidates in part
based on “[i]Jmportant public policy objectives such as diversity, representation from regions
PG&E serves, and commitment to California’s clean energy goals.”** As noted, PG&E seeks to
constitute and has constituted Boards that are diverse across multiple dimensions of experience
and demographic characteristics. Also, PG&E has included “Pacific Gas and Electric Company
customer” on the director skills matrix,**> and the Boards currently include several members who
reside in PG&E’s service territory.>*® PG&E intends to ensure that Board members are
committed to PG&E’s efforts to further California’s clean energy goals.

PG&E also supports the ACR’s proposal to have “[p]ossible limitations on serial or
‘professional’ directors,” although PG&E recommends deleting the further provision that would
restrict “directors [who] have substantial relationships with investment funds and investors in
PG&E.”*7 PG&E’s Corporate Governance Guidelines address this issue by placing sharp limits

on directors’ ability to serve on other boards (e.g., a prohibition on serving more than three other

public company boards without permission from the PG&E Corporation or Utility Board, as

33 PG&E Corporation and Pacific Gas and Electric Company Joint Proxy Statement at 37 (May 17,
2019), available at http://s1.q4cdn.com/880135780/files/doc_financials/2019/05/2019-Proxy-Statement-
final-web-ready.pdf.

3% ACR § 4, App’x A at 5.

3% PG&E Corporation and Pacific Gas and Electric Company Joint Proxy Statement at 19 (May 17,
2019), available at http://s1.q4cdn.com/880135780/files/doc_financials/2019/05/2019-Proxy-Statement-
final-web-ready.pdf.

3% See Feb. 28, 2020 Tr. at 695 (cross-examination testimony of Ms. Brownell).
3T ACR § 4, App’x A at 5.
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applicable).>® PG&E believes that that is sufficient. Limiting or precluding directors who have
relationships with investors would send a negative message to investors, thereby hindering
PG&E’s ability to raise capital. PG&E’s shareholders own the company, and by law are
permitted to choose who shall oversee its business and affairs;*>° disenfranchising the owners
would be illogical and could deter investment.

In addition, precluding directors who have relationships with investment funds or with
PG&E investors would drastically reduce the pool of qualified candidates. Major investment
funds (e.g., BlackRock and Vanguard) often hold significant stakes in numerous U.S. companies,
including energy companies whose directors or officers could be well qualified to serve as
PG&E Board members. Depending on how broadly the ACR’s proposal is construed, it could
act as a complete bar to PG&E recruiting individuals from such companies, on the ground that
they have a relationship with a major investment fund. Alternatively, the proposal could require
an impractical investigation into the ties the individual has to the investor, such as how the
individual was selected for that other company’s board, and the extent and nature of
communications the individual has with the investor. PG&E is concerned that the proposal
would be difficult to implement in practice, and in any event would prevent PG&E from
recruiting qualified candidates. Fundamentally, PG&E needs to assemble the most experienced
and qualified Boards it can, and artificially limiting the pool of candidates would undercut that
important goal.

Safety Expertise Criteria. PG&E supports the use of Safety Expertise Criteria. Indeed,

PG&E would go further than the ACR by applying the Safety Expertise Criteria to all members

38 See PG&E-01 at 4-20 (opening testimony of Ms. Brownell).
339 See Corp. Code § 301.
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of the SNO Committees. In addition to the criteria listed in the ACR, PG&E recommends that

the Safety Expertise Criteria also include:

o Specific substantial expertise related to management of large organizations;

o Specific substantial expertise related to utility operations;

o Specific substantial expertise related to compliance; and

o Specific substantial expertise related to turnaround of substandard performance.

These additional criteria are important for the directors who are charged with
responsibilities by other portions of the ACR. For example, directors who meet these criteria
would be responsible for overseeing the corrective action plans under the enhanced oversight and
enforcement process. A corrective action plan requires operational change, and as such directors
with experience in managing large organizations, utility operations, and turnarounds would be
particularly valuable. In addition, because the triggers for the Enhanced Oversight and
Enforcement Process, and the associated corrective action plans, could include compliance,*®
expertise in this area is a relevant skill. The ACR also would require the directors who meet the
Safety Expertise Criteria to approve senior management,*®! which includes functions such as
legal and finance; experience with managing large organizations and compliance would be
relevant to carrying out such responsibilities.

PG&E recommends that the Commission adopt these additional Safety Expertise Criteria
whether or not it accepts PG&E’s recommendation to make the SNO Committees responsible for
carrying out the responsibilities that the ACR describes for the safety subcommittee. PG&E

notes, however, that this broadened set of Safety Expertise Criteria also would facilitate the

30 ACR § 10, App’x A at 10 (Steps 1.A.i, 1.A.ii, 2.A.ii, 2.A.iv, 4.A.ii).
1 1d.§ 5, App’x A at 6.
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composition of SNO Committees, as it could prove difficult for all members of the SNO
Committees to meet the narrower set of Safety Expertise Criteria set forth in the ACR.

Board Member Search Firm. PG&E generally supports the ACR’s proposal that, for “the

initial selection of [the Utility’s] and PG&E Corporation’s boards of directors upon emergence

99 ¢

from bankruptcy,” “[t]he selection process shall provide for consultation with or approval by the
State and CPUC staff on any firm retained to identify new board candidates and to assist in
refining the skills matrix.”**? In fact, PG&E recently retained not one, but two, nationally
recognized search firms to assist with PG&E’s effort to create new Boards as the companies
emerge from Chapter 11: The Leadership Lyceum LLC (“Leadership Lyceum”) and Rich Talent
Group. PG&E retained these firms in consultation with the Governor’s Office.

Leadership Lyceum is a professional search firm that helps clients improve their ability to
recruit superior talent and make improved decisions around candidate selection. The firm
combines strong search processes with tailored and innovative service. Its team has extensive
experience with search assignments, including in the utility and energy sectors.’®* Leadership
Lyceum was retained by the California Independent System Operator (“CAISO”) to provide
services in connection with the selection of candidates for CAISO’s Board of Governors.*¢*

Rich Talent Group also is a professional search firm, based in San Francisco. It likewise

has extensive experience building diverse and transformative leadership teams and boards. Rich

Talent Group has a deep network of talent and substantial expertise in developing creative

*21d. at5.
383 See generally https://www.leadershiplyceum.com.

3% See CAISO, California ISO Seeks Stakeholder Participation in Board Nominee Review Committee
(Sept. 24, 2019), available at http://caiso.com/Documents/CalifornialSOSeeksStakeholderParticipation-
BoardNomineeReviewCommittee.html.
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solutions to find the right talent for their clients. Its clients include Comcast, Dropbox, Square,
Weight Watchers, Warby Parker, and Zillow.>%

If, prior to confirmation of the Plan, the search firms recommend changes to the director
skills matrix or the Safety Expertise Criteria, PG&E commits that it will ensure that such
changes are acceptable to the Governor’s Office.

Board Member Selection Process. PG&E supports the ACR’s proposal that “the

independent search firms retained by PG&E ... vet all candidates for the boards of directors
(other than the CEOs) and prepare a list of candidates that meet the skills matrix and are
qualified to serve on PG&E and PG&E Corporation’s boards of directors.”** In developing the
list of qualified candidates, the search firms will receive input from all interested stakeholders,
including any input the Governor’s Office may wish to provide. PG&E supports the portion of
the ACR that contemplates PG&E engaging in “consultations with and [receiving] approval from
the [Governor’s Office] on the directors for the initial boards before emergence from
bankruptcy.”?%” As the first step in the process, PG&E proposes that the search firms transmit to
the Nominating and Governance Committee a list of the candidates that the firms believe are
qualified to serve on the initial post-emergence Boards based on PG&E’s director skills matrix.
The search firms were retained by the Nominating and Governance Committee, and as such
should provide its report to that entity. As the second step, the Committee would transmit the list
without modification to the Governor’s Office. Third, the Governor’s Office could remove any

candidates deemed unacceptable. Fourth, the Nominating and Governance Committee would

395 See generally http://richtalentgroup.com.
3% ACR § 4, App’x A at 6.
367 1d.
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draw from the remaining names to recommend a slate to the full Boards for approval. Through
this process, PG&E would ensure that the slate is acceptable to the Governor’s Office.

With one exception, PG&E also supports the ACR’s proposal that, “[a]fter the selection
of the initial boards, and after emergence, for a continuous period of seven years the Nominating
and Governance Committee of PG&E Corporation should nominate director candidates, [with
such] nominations based on the list of directors that meet the skills matrix” that PG&E refines in
consultation with its search firm(s).>*® The exception is that PG&E believes that a fixed period
of seven years is not preferred. Instead, as discussed below, PG&E recommends that all of the
Board governance provisions in the ACR (ACR §§ 3, 4, and 5) that are not by their nature
limited to the near term should sunset on the earlier of (1) five consecutive years in which PG&E
has not entered the Enhanced Oversight and Enforcement Process (steps 3 and above); (2) if
PG&E has entered and subsequently exited the Process, PG&E has remained out of the Process
for two consecutive years; or (3) the Commission has approved a change in control (“Sunset
Date”). PG&E also supports the ACR’s proposal that “[g]oing forward,” PG&E continue its
existing practice of “us[ing] a skills matrix for selecting board of director candidates.”>*
Specifically, after the Effective Date, and until the Sunset Date, the Board will nominate only
directors that are qualified directors, as determined by one or more independent search firms

based on the then-applicable director skills matrix.

Board Size and Overlap. PG&E supports the ACR’s proposal that both Boards be

comprised of between 12 and 15 members, with the PG&E Corporation CEO being one such

368 Jd. PG&E supports using one or more search firms “to assist in refining its skills matrix.” Id. at 4.
PG&E does not support ceding authority for development of the matrix to the search firm(s). See id. at 5
(referring to “the skills matrix selected by the independent search firms”).

39 1d. at 4.
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member.’”® PG&E also supports the ACR’s proposal that the memberships of the respective
Boards be the same with the exception that the CEO of the Utility also would serve on the Board
372

of the Utility.>”! PG&E’s current Board sizes and memberships already fulfill these proposals.

Board Member Independence. PG&E supports the ACR’s proposal that “[t]he directors,

other than the two executive officers, ... be independent directors as defined by the New York
Stock Exchange and the Securities and Exchange [Commission].”*”* As noted, PG&E’s
Corporate Governance Guidelines already require at least 75% of the directors to be independent,
and PG&E is prepared to amend the guidelines to mandate the higher percentage proposed in the

ACR. Asnoted, PG&E’s current Boards already satisfy that higher threshold.

Board Member Residency. As discussed above, PG&E supports the ACR’s proposal that
“[a]t least 50 percent of the directors ... be California residents at the time of their election,”’*
provided that the Boards would retain flexibility to nominate a slate of directors with a lower
percentage if the Boards conclude, and the Governor’s Office agrees, doing so would result in
more qualified Boards overall.>”> PG&E anticipates that California residency would be one of
the attributes of the candidates that would be addressed in consultation with the Governor’s

Office.

Board Member Terms. PG&E is prepared to accept the ACR’s proposal for longer than

one-year “terms with no term limits,” though it has concerns with the proposal and therefore

370 See id. at 5.

37 See ACR § 4, App’x A at 5.

372 See PG&E-01 at 4-13 (opening testimony of Ms. Brownell).
33 ACR § 4, App’x A at 5.

.

373 PG&E’s Boards can only nominate; the shareholders are ones who ultimately determine who the
directors shall be. See Corp. Code § 301.
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proposes to modify it.>’® PG&E’s Board members currently serve one-year terms, consistent
with the consensus of CalSTRS, CalPERS, and other major institutional investors that “directors
should be accountable to the shareholders they represent and therefore should stand for election
every year.”>”” Moreover, if PG&E’s Board member terms were longer than one year, then
PG&E would be legally required to stagger or classify its Boards*’®*—which ISS and other
institutional investor organizations disfavor, which can result in “no” votes on directors, and
which therefore can render directors more vulnerable to proxy challenges.>”® In any event,
PG&E believes that the three-year terms proposed in the ACR are simply too long, and too far
afield from recognized best practices.

PG&E recognizes that, when it emerges from Chapter 11, there is a potential benefit in
the near future to have greater stability in the Boards than in other, more normal times.

Accordingly, PG&E proposes that, if the Commission decides to require terms longer than one

376 ACR § 4, App’x A at 5.

37T PG&E-05 at 4-Exh.4-4 (CalSTRS, supra); see also PG&E-05 at 4-Exh.3-10 (CalPERS, supra) (“Every
director should be elected annually. Accountability mechanisms may require directors to stand for
election on an annual basis ... .”); PG&E-05 at 4-Exh.6-5 (BlackRock, supra) (“[D]irectors should be re-
elected annually ... .”); PG&E-06 at 4-Exh.9-11 (UK Code) (“All directors should be subject to annual
re-election.”).

378 See Corp. Code § 301(a) (providing that “[e]xcept as provided in Section 301.5, at each annual
meeting of shareholders, directors shall be elected to hold office until the next annual meeting,” unless a
shorter term is provided); id. § 301.5(a) (providing that “[a] listed corporation may ... adopt provisions to
divide the board of directors into two or three classes to serve for terms of two or three years
respectively”).

379 See PG&E-06 at 4-Exh.12-13 (ISS, United States Proxy Voting Guidelines Benchmark Policy
Recommendations (Nov. 2019)) (describing as “[pJroblematic” “[a] classified board structure” or if “[t]he
company has opted into, or failed to opt out of, state laws requiring a classified board structure”); PG&E-
06 at 4-Exh.11-15 (Glass Lewis, An Overview of the Glass Lewis Approach to Proxy Advice (2020))
(“[W]e may recommend that shareholders vote against the chair of the governance committee, or the
entire committee, where the board has amended the company’s governing documents to reduce or remove
shareholder rights ... . Examples ... include ... the adoption of a classified board structure ... .”); PG&E-
05 at 4-Exh.6-5 (BlackRock, supra) (“[C]lassification of the board dilutes shareholders’ right to promptly
evaluate a board’s performance and limits shareholder selection of directors.”); PG&E-05 at 4-Exh.4-4
(CalSTRS, supra) (“The board is expected to be declassified and not have staggered terms.”).
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year, it permit two-year terms, with two classes of directors and a phase-out. Specifically,
PG&E would propose:

o Directors in Class A would have an initial term of one year (2020 through 2021),
and thereafter would have a term of two years (2021-2023). Class A directors
would be phased out after 2023, such that directors elected in 2023 and thereafter
would serve one-year terms.

o Directors in Class B would have an initial term of two years (2020-2022),
followed by another term of two (2) years (2022-2024). Class B directors would

be phased out after 2024, such that directors elected in 2024 and thereafter would
serve one-year terms.

PG&E believes the foregoing structure would strike a better balance than three-year terms
between the accountability provided by one-year terms, and the stability and continuity provided
by longer terms.

To implement the foregoing Board governance provisions, PG&E Corporation and the
Utility would amend their bylaws consistent with the Commission’s decision adopting the
proposals. These bylaw amendments would be included in the Plan Supplement filed in the
Chapter 11 cases and would be effective as of the Effective Date of the Plan. In addition, the
members of the Boards as of the Effective Date of the Plan will be disclosed in a filing made in
the Bankruptcy Court prior to confirmation of the Plan. Following the Effective Date, and prior
to the Sunset Date, if PG&E wishes to modify the director skills matrix, it would file a Tier 2

advice letter, giving the Commission the opportunity to disapprove such amendment.

% % %
Though PG&E supports to the extent set out above the vast majority of the Board-related
proposals in ACR § 4, there are two proposals that PG&E does not support:
First, PG&E does not support “a presumption that the reorganized [Utility] and PG&E

Corporation boards of directors will be comprised of individuals not currently serving on the
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boards.”*® There is no evidentiary basis in the record for such a presumption, and it therefore
would be arbitrary and capricious. No party has submitted any evidence whatsoever suggesting
that any of PG&E’s current directors is unqualified to serve, much less that all directors are
unqualified—and PG&E submitted substantial evidence of the directors’ extensive safety, utility

operating, and other experience.*"!

Moreover, PG&E is acutely concerned that a departure of all
independent directors en masse would lead to a loss of continuity and institutional knowledge,
particularly after the significant Board turnover in 2019—which could hamper safety and other
initiatives, especially as we enter the California wildfire season.>%?

That said, PG&E expects a substantial change in the Boards in 2020. As PG&E emerges
from Chapter 11 and the Boards’ needs change, a number of the current directors will depart and
be replaced.*®® PG&E believes that some existing directors should continue, and those willing to
continue should be vetted by the independent search firms consistent with the director skills
matrix. PG&E is committed to ensuring that the 2020 Board process is carried out in
consultation with the Governor’s Office as described above.

Second, PG&E believes that it would be unnecessary, confusing, and redundant to
“constitute a ‘Safety Subcommittee’ of the executive committee[s] of the board[s] of

directors.”*®* PG&E does not believe that such a subcommittee is necessary to fulfill the ACR’s

stated rationale, namely, “[t]o ensure that PG&E has a mechanism to incorporate safety in

3% ACR § 4, App’x A at 5. PG&E understands this proposal to relate only to the independent directors.
PG&E in all events expects its CEOs to continue serving on the respective Boards.

381 See PG&E-01 at 4-13 — 4-15 (opening testimony of Ms. Brownell); PG&E-04 at 4-Exh.1-1 —4.Exh.1-
64 (Compliance Filing in Safety Culture OII detailing the directors’ safety and other qualifications).

382 See NorthStar Report at I-2 (finding that “re-organization and considerable turnover within corporate
safety” have delayed safety initiatives).

3% See PG&E-01 at 4-22 — 4-23 (opening testimony of Ms. Brownell).
¥ ACR § 4, App’x A at 5.
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decisions of the board of directors”;*®> as made clear throughout the testimony of Ms. Brownell,

safety already is front and center in the boardroom at PG&E, and central to the Boards’ decision-
making.

Moreover, PG&E has endeavored, consistent with NorthStar’s recommendation, to move
to greater integration of the safety function, not greater splintering of it, given that safety is
inherently an enterprise-wide issue.’®® Thus, PG&E generally centralizes oversight of all safety
issues in the SNO Committees, and as noted above, supports the ACR’s proposal to expand the
Committees’ oversight (ACR § 3). PG&E believes that a separate safety subcommittee would be
contrary to these efforts, potentially leading to confusion and even a loss of accountability when
it comes to who is responsible for safety oversight.

Additionally, as noted above, PG&E proposes additions to the Safety Expertise Criteria
to ensure that SNO Committee members have diverse safety, compliance, and related expertise.
If PG&E formed a safety subcommittee of the Executive Committees, its members necessarily
would need the same or similar experience. As a practical matter, this would mean that safety
subcommittee members would also be SNO Committee members. The workload of those
overlapping members would be substantial and potentially unreasonable, whereas the
responsibilities could be more easily managed if centralized in the SNO Committees.

PG&E appreciates that the SNO Committees have many important safety-related
responsibilities, and that some stakeholders may be concerned that these responsibilities are too
numerous. PG&E therefore respects the view that a safety subcommittee could be efficacious

and is willing to accept it if that is the Commission’s decision. On balance, however, PG&E

385 [d

3% See NorthStar Report at IV-1 (noting that “silos of expertise” were problematic and undercut safety
efforts).
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recommends allowing the SNO Committees to continue to exercise oversight of all safety
matters, including the new responsibilities that the ACR proposals would give to the directors
who meet the Safety Expertise Criteria, as PG&E believes this is the best way to ensure the
adequacy of such oversight across the enterprise.

(©) Proposals Regarding Approval Of Executive Officers (ACR
§3)

The ACR proposes that “the Safety Subcommittee ... affirmatively vote to approve
PG&E’s executive officers in addition to any other board approvals that may be required.””*%’
PG&E’s full Boards already approve the executive officers, and PG&E does not object to having
the SNO Committees do so prior to the full Boards taking up the matter.®® This is one reason
PG&E believes the Safety Expertise Criteria for SNO Committee members should be expanded.
While PG&E does not favor formation of a safety subcommittee of the Executive Committees
for the reasons stated above, if such a subcommittee nevertheless were formed, PG&E would
have no objection to having it fulfill this function.

(d) Sunset Provision

Finally, PG&E understands the ACR’s Board-related proposals to arise from PG&E’s
recent safety and operational issues. PG&E believes that, once it has put those issues behind it
and demonstrated consistently strong safety and operational performance, such measures should
sunset. Accordingly, PG&E proposes that, to the extent the foregoing Board governance
provisions by their nature extend beyond the near term, they should expire upon the earliest of

(1) five consecutive years in which PG&E has not entered the Enhanced Oversight and

37 ACR § 5, App’x A at 6. PG&E understands “executive officers” to mean “executive officers” as
defined in 17 C.F.R. § 240.3b-7. See Resolution E-4963 at 8 (Dec. 13, 2018) (construing “officer” in
Public Utilities Code § 706 to refer to the officers encompassed by § 240.3b-7).

388 The sequence matters, because a Board committee cannot veto an action of the full Board.
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Enforcement Process (steps 3 and above); (2) if PG&E has entered and subsequently exited the
Process, PG&E has remained out of the Process for two consecutive years; or (3) the

Commission has approved a change in control.

% ok ok

In sum, there can be no serious question based on the evidentiary record in this
proceeding that PG&E’s Board-level “governance structure [is] acceptable” within the meaning
of AB 1054—particularly with the augmentation PG&E is prepared to undertake in response to
the ACR’s proposals.®® Indeed, no party’s testimony appears to dispute this, but at most, some
parties have made recommendations for incremental improvements. PG&E’s Board-level
governance structure should be deemed adequate for purposes of approving PG&E’s Plan.

B. Utility Safety And Governance (Scoping Memo §§ 3.1, 3.2, 3.4)

AB 1054 provides that, for PG&E to participate in the Wildfire Fund, the Commission
must approve PG&E’s “reorganization plan and other documents resolving the insolvency
proceeding, including [its] resulting governance structure as being acceptable in light of [its]
safety history, criminal probation, recent financial condition, and other factors deemed relevant
by the commission.”**® As a result, the Commission must determine whether to condition its
approval of PG&E’s Plan on PG&E’s implementation of changes to its governance structure in
order to satisfy AB 1054’s standards.*"!

To assist the Commission in making this determination, PG&E has presented evidence

regarding its existing and planned governance and operations. This evidence establishes a

3% Pub. Util. Code § 3292(b)(1)(C).
390 Id.

31 See, e.g., ACR, App’x A, at 1 (“Parties’ supplemental testimony should address whether the
Commission should condition its approval of PG&E’s Plan and other documents resolving the insolvency
proceeding on PG&E’s implementation of any or all of these proposals for governance and operational
reforms, as well as any substantive recommendations on the concepts.”).
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context for the Commission to evaluate whether additional changes are needed. As explained
below, PG&E has implemented, and continues to implement, numerous enhancements in the
areas of safety, risk, compliance, and customer care. This record demonstrates that the Utility’s
governance is “acceptable” under AB 1054 without imposition of additional requirements.
Nevertheless, PG&E is prepared to adopt all of the ACR’s proposals to further strengthen its
governance and operations moving forward, though with some modifications.

This part of the brief first discusses PG&E’s existing plans and actions to inform the
Commission’s determination as to whether the Utility’s operational governance satisfies AB
1054, and then comments on the ACR’s proposals relating to Utility governance and operations.

1. PG&E Has Numerous Programs And Initiatives To Promote Safety,
Risk Management, Compliance, And Customer Care.

PG&E has undertaken numerous actions to improve its governance, safety culture, and
performance, including enhancing risk and safety management, implementing comprehensive
wildfire mitigation programs to address the growing threat of catastrophic wildfires, taking steps
to improve its PSPS Program, and enhancing its compliance and ethics program. As further
background, and illustration of its safety culture and efforts, PG&E describes its wildfire safety
programs and PSPS Program in the below discussion. While this context is relevant background,
PG&E believes the Commission is not required to take any actions, or make any particular
findings, in this OII with respect to wildfire safety, PG&E’s Wildfire Mitigation Plan, or PSPS
operations.

(a) PG&E’s Risk Management, Data, and Standards

PG&E has made important changes to its Enterprise and Operational Risk Management

(“EORM?”) program in recent years, as detailed in the opening testimony of Stephen Cairns,
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PG&E’s Chief Risk Officer.3*> Across the enterprise, the EORM program quantitatively and
systematically identifies, analyzes, evaluates, and monitors key risk drivers and mitigations for
addressing those risks. PG&E’s EORM program has aligned with the enterprise risk
management regulatory processes established by the Commission in the Safety Model
Assessment Proceeding (“SMAP”) and the Risk Assessment and Mitigation Phase (“RAMP”’)
proceeding.’*® As just one example of the modifications made to PG&E’s EORM program in
recent years, it has transitioned to an enterprise-wide event-based risk register, rather than
viewing risk from the perspective of individual departments or lines of business. The EORM
program is also focused on improving data collection and use as an important component for
quantitative risk assessment.>** Enhancement of PG&E’s Enterprise Records and Information
Management Program (“ERIM”) is yet another action taken by PG&E to ensure that the timely,
efficient, and accurate retrieval of information will support informed decision making.**

In an effort to ensure that PG&E is identifying potential risks and future developments
(including unprecedented events that challenge past assumptions) to ensure it adequately plans
for an ever-changing world, PG&E is also incorporating horizon scanning into its planning
efforts.’®® Discussion with, and learning from, leaders in risk management from both inside and
outside the industry (e.g., airlines) is also an element of PG&E’s efforts to improve preparedness

for potential future developments and assess potential mitigation techniques.*’

32 PG&E-01 at 5-12 — 5-18 (opening testimony of Mr. Cairns).
93 14

394 Id.

395 PG&E-01 at 5-31 — 5-33 (opening testimony of Ms. Hertzler).
3% PG&E-01 at 5-22 — 5-23 (opening testimony of Mr. Vesey).
397 [d
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To facilitate continual improvements in safety culture and performance, the Utility is also
implementing across the enterprise its Enterprise Safety Management System (“ESMS”), which
is designed to comprehensively manage the business of safety, and to address any gaps in safety
management identified by NorthStar.**® Another component of the Utility’s safety management
system is the adoption and implementation of internationally recognized asset management
standards—Publicly Available Specification (“PAS”) 55 and ISO 55000. Achieving these
standards marks PG&E as exceptional in the industry, and provides a framework for the Utility
to take a comprehensive view of how it manages assets in an effective and sustainable manner
£ 399

and to implement continuous improvemen

(b) PG&E’s Comprehensive Wildfire Safety Programs

PG&E is taking a comprehensive, multipronged approach to wildfire safety, which
includes measures such as vegetation management, situational awareness technologies, system
hardening, safety inspections, alternative technologies, its PSPS Program, and real-time
monitoring in its Wildfire Safety Operations Center.*® Notably, in 2019, the Utility exceeded its
year-end goals of performing enhanced vegetation management work on 2,450 circuit miles in
High Fire Threat Districts (“HFTD”) and performing system hardening on 150 of its highest-risk

miles.*’! The Utility also completed 100% of its accelerated safety inspections of nearly 50,000

3% PG&E-01 at 5-18 — 5-19 (opening testimony of Mr. Vesey).
3% PG&E-01 at 5-21 — 5-22 (opening testimony of Mr. Gupta).

400 See PG&E-01 at 6-4 — 6-9 (opening testimony of Mr. Pender); see also PG&E’s Amended 2019
Wildfire Safety Plan (Feb. 6, 2019), available at
https://www.pge.com/pge_global/common/pdfs/safety/emergency-preparedness/natural-
disaster/wildfires/Wildfire-Safety-Plan.pdf; PG&E’s 2020 Wildfire Mitigation Plan Report, Updated
(Feb. 28, 2020), available at https://www.pge.com/en_US/safety/emergency-preparedness/natural-
disaster/wildfires/wildfire-mitigation-plan.page. The Utility’s Wildfire Mitigation Plan is its submission
pursuant to statutory requirements and direction provided by the Commission in its Order Instituting
Rulemaking to Implement Electric Utility Wildfire Mitigation Plans Pursuant to Senate Bill 901 (2018),
R.18-10-007.

401 See PG&E-01 at 6-4 — 6-7 (opening testimony of Mr. Pender).
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transmission structures, nearly 700,000 distribution poles, and 222 substations in HFTD areas.**?

Moving forward, PG&E plans to build on its work and learnings from 2019 to further reduce
wildfire risks, as described in greater detail in the Utility’s 2020 Wildfire Mitigation Plan.*%3
Various intervenors have raised concerns (1) that the Utility stated in the federal
proceeding relating to the criminal probation that it is unable to certify perfect compliance with
all applicable vegetation management requirements,*** and (2) that the Federal Monitor
previously identified areas for improvement relating to the Utility’s vegetation management

work. 40

With respect to the first issue, PG&E’s witnesses explained that it is not feasible for the
Utility to certify perfect compliance with all applicable vegetation management requirements at
any given time, because PG&E’s service territory has millions of trees and is a dynamic, natural

environment.*%

Moments after a tree crew trims a particular tree in compliance with applicable
requirements, changes in the environment could bring a branch close to the power line and out of
compliance, so the only way to certify perfect compliance would be “to actually have people

posted at each tree day and night all the time.”*"” Given these practical realities, the Utility has

instead put in place processes and practices to meet its compliance obligations and ensure it

402 See id. at 6-6.

403 PG&E’s 2020 Wildfire Mitigation Plan Report, Updated; see Mar. 2, 2020 Tr. at 993:6 — 996:14
(cross-examination testimony of Mr. Pender) (describing PG&E’s continuous improvement with respect
to wildfire safety); id. at 972:15-27 (cross-examination testimony of Ms. Powell) (referring to PG&E’s
2020 Wildfire Mitigation Plan).

404 See United States v. Pacific Gas and Electric Co., No. 3:14-CR-00175-WHA, ECF 1132 (N.D. Cal.
Jan. 15, 2020). The Wildfire Safety Division will evaluate utilities’ compliance with their wildfire
mitigation plans in a separate proceeding pursuant to Public Utilities Code section 8385 et seq.

405 See, e.g., Mar. 2, 2020 Tr. at 824:4-9, 832:17 — 833:18, 874:6 — 877:5 (cross-examination testimony of
Ms. Kane by Ms. Kelly and Mr. Abrams); TURN-01 at 5 (reply testimony of Mr. Long).

406 See Mar. 2, 2020 Tr. at 824:4 — 826:4 (cross-examination testimony of Ms. Kane); Feb. 27, 2020 Tr. at
498:1 — 499:12 (cross-examination testimony of Mr. Vesey).

407 Mar. 2, 2020 Tr. at 824:4 — 826:4 (cross-examination testimony of Ms. Kane).
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completes the work it has committed to do.**® For example, the Utility has a robust vegetation
management program, which includes inspection of every power line at least annually to
maintain compliance with radial clearance regulations.*” The Utility also has an Enhanced
Vegetation Management (“EVM”) Program, which goes “above and beyond” what is required by
the regulatory requirements,*'® and which, “[tJo PG&E’s knowledge, ... is unprecedented in
terms of its scope, scale, and pace of implementation.”*!! The Utility’s routine vegetation
management work and EVM work undergo multistep processes that include layers of review to
verify that the work has been completed in compliance with the applicable standards.*!?

With respect to the second issue raised by intervenors, the Federal Monitor prepared a
letter that was filed with the court in August 2019 regarding his team’s vegetation management
field inspections.*'* In the letter, the Monitor preliminarily observed that the Utility’s
contractors had missed certain trees that should have been identified and worked under the
applicable standards, and that the systems for tracking and assigning such work may have
contributed to the missed work.*'* In response to the feedback from the Monitor and the
Utility’s own internal findings, the Utility implemented several measures to improve the quality

of its vegetation management work and records management, including “enhanced training,

added layers of quality review, additional personnel, steps to improve the accuracy of its

408 See id. at 923:20 — 925:26, 933:2 — 935:6 (cross-examination testimony of Mr. Pender) (describing
multistep vegetation management processes, including work verification and quality assurance).

409 14 at 933:2-27.
40 1d. at 923:20 — 925:26; see also id. at 930:15-25, 933:28 — 935:6.

Y1 PG&E-01 at 6-4 — 6-5 (opening testimony of Mr. Pender); see also Mar. 2, 2020 Tr. at 930:15 —
931:19, 933:28 — 935:6.

412 See Mar. 2, 2020 Tr. at 923:20 — 925:26, 933:2 — 935:6 (cross-examination testimony of Mr. Pender);
PG&E-01 at 6-5 (opening testimony of Mr. Pender).

43 PG&E-01 at 8-18 (opening testimony of Ms. Kane); TURN-01-A, App’x K (Federal Monitor letter).
414 PG&E-01 at 8-18 (opening testimony of Ms. Kane); TURN-01-A, App’x K (Federal Monitor letter).
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mapping, and improvements related to the applications used for records management.”*!> One of
the measures the Utility implemented was to add a quality assurance step to the EVM process to
randomly review circuit segments after the post-work verification team has completed its
assessment.*!® Significantly, once the quality assurance review was established in the last
quarter of 2019, it found that for approximately 98% of the sampled miles, all of the EVM work
in those miles met the applicable standards, which was a significant improvement over the

results of the first pass quality review.*!” Any trees that do not pass a quality review are sent
back through the process for any necessary rework.*!®

(c) Improvements To PG&E’s PSPS Program

PG&E is committed to reducing the scope and impacts of PSPS events and improving the
execution of any necessary PSPS events going forward.*'® PG&E is focused on ensuring the
safety of its customers and the communities it serves, and in certain conditions public safety is
best served by implementing a PSPS event to mitigate the risk of catastrophic wildfires.*?° The
PSPS events in fall 2019 achieved their singular purpose of preventing catastrophic wildfires

during conditions of severe weather and high wildfire risk.**! PG&E recognizes, however, that

415 PG&E-01 at 6-5 — 6-6 (opening testimony of Mr. Pender); id. at 8-18 — 8-20 (opening testimony of
Ms. Kane) (providing examples of the measures implemented); see also Mar. 2, 2020 Tr. at 834:13 —
835:9 (cross-examination testimony of Ms. Kane) (PG&E “took all of these findings extremely seriously”
and took “a number of steps” to improve).

41 PG&E-01 at 8-19 (opening testimony of Ms. Kane); id. at 6-5 (opening testimony of Mr. Pender); see
also Mar. 2, 2020 Tr. at 923:20 — 926:15, 933:2 — 935:15 (cross-examination testimony of Mr. Pender).

47 Mar. 2, 2020 Tr. at 923:20 — 926:15, 927:14-21, 933:2 — 935:15 (cross-examination testimony of Mr.
Pender).

48 I1d. at 923:20 — 926:15, 929:14-28, 933:2 — 935:15.

49 PG&E-01 at 6-2, 6-11 — 6-14 (opening testimony of Ms. Powell & Ms. Maratukulam); id. at 5-3, 5-34
— 5-35 (opening testimony of Mr. Vesey); id. at 4-32 — 4-33 (opening testimony of Ms. Brownell); id. at
1-1 — 1-2 (opening testimony of Mr. Johnson).

420 1d. at 6-2, 6-7, 6-10 (opening testimony of Ms. Powell, Mr. Pender & Ms. Maratukulam); id. at 5-3, 5-
34 — 5-35 (opening testimony of Mr. Vesey); id. at 4-32 (opening testimony of Ms. Brownell).

21 See id. at 5-34 (opening testimony of Mr. Vesey).
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there were lessons learned in the execution of the events, and that even a perfectly executed
PSPS event creates significant disruptions and hardships for PG&E’s customers.*?> After each
PSPS event, the Utility conducts an After Action Review to consider internal and external
feedback about the event, and PG&E also has been engaged in a system-wide listening tour with
stakeholders in the affected cities and counties to solicit feedback and learn about their local
needs.*® The Utility already is undertaking numerous efforts to further enhance its PSPS

424 including with respect to areas for improvement identified by intervenors in this

Program,
proceeding.*® In addition, the Utility’s 2020 Wildfire Mitigation Plan sets forth additional

measures to make any future PSPS events smaller in scope, shorter in duration, smarter in

performance, and less burdensome on affected communities.**® Further, PG&E is making safety

22 Id. at 6-2, 6-10, 6-13 — 6-14 (opening testimony of Ms. Powell & Ms. Maratukulam); id. at 5-3, 5-34 —
5-35 (opening testimony of Mr. Vesey) (“[T]he Utility understands that PSPS are highly disruptive to its
customers.... The Utility recognizes that it did not execute the recent PSPS events flawlessly, though
execution improved substantially between PSPS events in a short timeframe....”); id. at 1-1 — 1-2
(opening testimony of Mr. Johnson) (“We understand that our implementation of PSPS was
unacceptable.”); Feb. 28, 2020 Tr. at 723:8 — 724:10 (cross-examination testimony of Ms. Brownell)
(accepting Mr. Long’s characterization of the October 2019 PSPS events as “poorly executed”).

423 Feb. 27, 2020 Tr. at 404:13 — 406:9, 415:13 — 416:13 (cross-examination testimony of Mr. Vesey);
Mar. 2, 2020 Tr. at 969:5-23 (cross-examination testimony of Ms. Maratukulam).

424 See, e.g., PG&E-01 at 6-2, 6-11 — 6-14 (opening testimony of Ms. Powell & Ms. Maratukulam)
(providing examples of the Utility’s significant efforts to further enhance its PSPS Program, including
with respect to limiting the number of customers impacted, promoting coordination with external
partners, and mitigating the impacts on customers); id. at 5-35 (opening testimony of Mr. Vesey); Mar. 2,
2020 Tr. at 1005:15 — 1006:21 (cross-examination testimony of Ms. Maratukulam & Mr. Pender)
(describing efforts to secure additional, hardened Community Resource Center facilities in 2020); Feb.
26,2020 Tr. at 157:24 — 158:21 (cross-examination testimony of Mr. Johnson); see also Pacific Gas &
Electric Company’s Response to OIl, Order Instituting Investigation on the Commission’s Own Motion
on the Late 2019 Public Safety Power Shutoff Events, 1.19-11-013 (December 13, 2019) (discussing the
Utility’s efforts in greater detail).

425 See, e.g., CLECA-01 at 8 (reply testimony of Ms. Yap); JCCA-01 at 16 (reply testimony of Mr.
Beach); TURN-01 at 6 (reply testimony of Mr. Long).

426 See PG&E’s 2020 Wildfire Mitigation Plan Report, Updated; see also Mar. 2, 2020 Tr. at 944:26 —
945:22 (“[W]e are working now to stand up those improvements so that in execution in 2020 going
forward we will be better, smarter, and faster.”); PG&E-01 at 6-13 — 6-14 (opening testimony of Ms.
Maratukulam).
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and governance commitments in this proceeding, which will further support its mission of
delivering safe, reliable, affordable, and clean energy to its customers.*?’

PG&E “does not take the decision to de-energize lightly.”*?® The Utility’s decision-
making around potential PSPS events follows clearly delineated processes and protocols, and
takes into account various information, including real-time weather data, field observations, and
information regarding the potential impacts of de-energization.*?* The Utility is intensely
focused on reducing the scope, frequency, and duration of PSPS events.**° In 2020, the Utility
aims to substantially reduce the number of customers affected by PSPS events and cut the
restoration time after PSPS-inducing weather has cleared, through efforts such as enhanced
weather data, additional sectionalizing devices, field team pre-positioning, microgrids, and other
activities.*®! The Utility’s efforts to improve its PSPS Program are discussed in greater detail in
its 2020 Wildfire Mitigation Plan**? and in other proceedings before the Commission relating to

de-energization.**

427 See generally Sections IV.A — C (discussing PG&E’s safety and governance commitments).

428 PG&E-01 at 6-10 (opening testimony of Ms. Maratukulam); see id. at 5-34 — 5-35 (opening testimony
of Mr. Vesey); see also Pacific Gas & Electric Company’s Response to OII [.19-11-013, at 1 — 2.

429 PG&E-01 at 6-10 — 6-11 (opening testimony of Ms. Maratukulam) (citing The Science and Decision-
Making Around Public Safety Power Shutoffs,

https://players.brightcove.net/3399141204001/default default/index.html?videold=6117130015001);
Mar. 2, 2020 Tr. at 898:20 — 899:23, 900:25 — 901:8, 984:1 — 985:25 (cross-examination testimony of Ms.
Maratukulam).

0 See PG&E-01 at 5-11, 5-34 — 5-35 (opening testimony of Mr. Vesey); id. at 6-11 — 6-14 (opening
testimony of Ms. Maratukulam).

1 1d. at 6-13; PG&E’s 2020 Wildfire Mitigation Plan, Updated.

42 pG&E’s 2020 Wildfire Mitigation Plan Report, Updated; see Mar. 2, 2020 Tr. at 993:6 — 996:14
(cross-examination testimony of Mr. Pender).

43 See, e.g., Order Instituting Investigation on the Commission’s Own Motion on the Late 2019 Public
Safety Power Shutoff Events, 1.19-11-013; Order Instituting Rulemaking to Examine Electric Utility De-
Energization of Power Lines in Dangerous Conditions, R.18-12-005; Order Instituting Rulemaking to
Implement Electric Utility Wildfire Mitigation Plans Pursuant to Senate Bill 901 (2018), R.18-10-007.
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(d) PG&E’s Compliance And Ethics Program, And Compliance
With Probation

In recent years, PG&E has rebuilt its enterprise-wide Compliance and Ethics Program
consistent with the recommendations set forth in Section 8B2.1 of the U.S. Sentencing
Guidelines, including with respect to an effective governance structure, standards and
procedures, training and communications, auditing and monitoring, reporting mechanisms, and
investigation and discipline as appropriate.*** For example, in 2015, PG&E created the
executive-level position of Chief Ethics and Compliance Officer (“CECQO”) as part of its
commitment to build a best-in-class ethics and compliance program.**> The CECO reports
directly to the CEO of PG&E Corporation and regularly reports to the Boards and Board
Committees.** PG&E also has substantially increased senior management-level and Board-
level oversight of its Compliance and Ethics Program and expanded its compliance and ethics
team.**” PG&E’s senior leadership convenes annually at a meeting referred to as “Session D” to
review and assess the companies’ risk and compliance issues, and PG&E has a standardized
Compliance and Ethics Maturity Model to assess the effectiveness of each line of business’s
compliance program.**

PG&E’s Codes of Conduct set forth the Company’s conduct standards and policies,
explain how employees can report compliance and ethics issues, emphasize the importance of

speaking up about potential issues, and describe PG&E’s strong non-retaliation policy.**

44 See PG&E-01 at 8-12 — 8-17 (opening testimony of Ms. Kane); Mar. 2, 2020 Tr. at 838:17 — 840:1
(cross-examination testimony of Ms. Kane).

435 PG&E-01 at 8-2, 8-12 (opening testimony of Ms. Kane).
436 [d

“71d. at 8-12 — 8-13.

8 Id at 8-13 — 8-14.

9 1d. at 8-14.
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PG&E’s Compliance and Ethics Department leads enterprise-wide trainings on the Codes of
Conduct and compliance and ethics more broadly, which also emphasize the importance of
speaking up and non-retaliation.**° In addition, PG&E makes numerous strategic
communications to promote compliance and ethics.**! For example, PG&E holds an annual, all-
employee Compliance and Ethics Week, which includes trainings, activities, and guest
presentations, and presents an annual Speak Up Award Program, during which senior leaders
honor employees who have spoken up about a potential issue or concern.*#?

PG&E has several programs that promote meaningful conversations across the company
about compliance and ethics issues, including its Reach Every Employee Program and PG&E
Ethics Council.*** In addition, PG&E has several mechanisms for people to report or seek
guidance on compliance issues, such as its 24-hour Compliance and Ethics Helpline, its
Corrective Action Program, and the Monitor Helpline established by the Federal Monitor.***
Further, in 2016, PG&E’s Compliance and Ethics Department partnered with a third-party expert
and key internal stakeholders to redesign its investigations and reporting processes based on the
Sentencing Guidelines recommendations.*+

TURN and William B. Abrams have raised concerns regarding PG&E’s past Locate and

Mark practices, which were addressed in 1.18-12-007.44¢ PG&E has taken responsibility for the

40 14 at 8-15.
44114 at 8-15 — 8-16.
442 [d.

3 1d at 8-16 — 8-17.
444 Id.

5 1d. at 8-17.

46 See, e.g., TURN-01 at 5, 20-22 (reply testimony of Mr. Long); Mar. 2, 2020 Tr. at 812:7 — 823:10
(cross-examination testimony of Ms. Kane by Mr. Long); id. at 852:20 — 855:15 (cross-examination
testimony of Ms. Kane by Mr. Abrams).
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shortcomings with respect to this matter and has been undertaking significant remedial measures
to strengthen its processes and culture, as discussed in more detail in 1.18-12-007.*" For
example, PG&E has improved its technology and training in connection with its Locate and
Mark Program and has incorporated lessons learned from the Locate and Mark matter into
PG&E’s compliance and ethics trainings.**® Also, a top priority of PG&E’s Compliance and
Ethics Program is encouraging people to “Speak Up, Listen Up, and Follow Up,” and the
Program continues to improve in this area through governance, training, communications, and
other efforts.**

Section 3.2 of the Scoping Memo directs the parties to address how the Utility’s criminal
probation may relate to or impact the resolution of issues in this proceeding.*** As explained in
Julie Kane’s testimony, PG&E’s governance structure is and will remain consistent with the
terms of the Utility’s probation.*”! PG&E’s Plan does not propose any changes to PG&E’s
corporate governance or structure that could implicate the Utility’s probation, and PG&E intends

that the Reorganized Utility will continue with its extensive efforts to fully comply with the

7 Mar. 2, 2020 Tr. at 821:11 — 823:8, 852:20 — 855:15 (cross-examination testimony of Ms. Kane).
8 See id. at 852:20 — 855:15.

49 1d. at 840:7-24, 852:20 — 855:15; PG&E-01 at 8-14 — 8-17 (opening testimony of Ms. Kane). During
cross-examination testimony of Ms. Kane, Mr. Abrams expressed dismay that Ms. Kane as the Chief
Ethics and Compliance Officer, had not reviewed PG&E’s Plan to determine if it was ethical. (Mar. 2,
2020 Tr. at 885:8-10 (cross-examination testimony of Ms. Kane by Mr. Abrams); see also Mar. 3, 2020
Tr. at 1123:18 — 1126:17 (cross-examination testimony of Mr. Kenney by Mr. Abrams).) However, the
appropriate governance function of an ethics and compliance officer is to implement and oversee a
properly functioning ethics and compliance program, which includes training executives and employees
on their obligations and ensuring a culture where issues are raised and addressed. (See PG&E-01 at 8-2
(opening testimony of Ms. Kane) (“As Chief Ethics and Compliance Officer, I oversee and monitor the
companywide Compliance and Ethics Program and lead ethics and compliance training and culture-
building efforts.”).) It was not within Ms. Kane’s role to evaluate whether the Plan—which embodies
settlements with the key constituencies, including the Tort Claimants Committee and professionals
representing a substantial majority of holders of Wildfire Claims—is a fair resolution of the parties’
claims.

430 Scoping Memo at 5.

1 PG&E-01 at 8-2, 8-21 — 8-23 (opening testimony of Ms. Kane).
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terms of the probation and the monitorship.*** The Utility already has timely completed several
requirements of the probation, including payment of the monetary penalties, satisfaction of the
community service obligations, publicizing the conviction through an advertising campaign, and
having the Utility’s Board and senior leaders tour the Paradise and San Bruno communities and
speak with victims and other stakeholders.*>® In addition, the Utility has been fully cooperating
with the Monitor’s numerous oversight activities—which have included more than 1,000
meetings and site visits and thousands of requests for information—and has been working
closely and constructively with the Monitor.*>* The Utility also is working to comply with the
ongoing probation conditions, such as those related to maintaining an effective compliance and
ethics program, having a Board committee track and report on the Utility’s progress with respect
455

to certain conditions, and meeting requirements related to the Utility’s wildfire safety work

2. PG&E Supports The ACR’s Proposals Regarding Utility Governance
And Operations, With Some Proposed Modifications.

(a) The Utility’s Chief Safety Officer And Chief Risk Officer Will
Drive Improvements To Safety Culture And Performance.
(ACRS§ 1)
The Utility is enhancing its focus on safety by, among other things, appointing a Chief

Safety Officer with public safety expressly under his purview, and elevating and focusing the

Chief Risk Officer position.*® For both of these positions, a direct reporting line to the CEO of

2 Id. As noted in Ms. Kane’s testimony, if the Commission were to require significant changes to
PG&E’s corporate governance or structure, certain conditions of probation could be implicated. /d.

453 See id. at 8-10 — 8-11.
454 1d. at 8-2, 8-9 — 8-10, 8-18.
455 See id. at 8-8, 8-11 — 8-21.

436 Feb. 26, 2020 Tr. at 349:5-11 (cross-examination testimony of Mr. Vesey) (“If you think about the two
roles, the chief safety officer literally is a technician who helps manage the risks around safety, both
currently in the work force, but going forward, also work force and public safety.”). PG&E also is
considering removing the CRO’s responsibility for Internal Audit, in order to give the position a singular
focus on risk. See id. at 336:12-23 (cross-examination testimony of Mr. Vesey) (“Currently the chief risk
officer also has responsibility for internal audit. It’s intentioned that on emergence, the chief risk officer
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the Corporation will elevate the visibility and importance of the positions, and ensure they are
adequately resourced.*®” As described by Mr. Vesey, having the CRO as “an individual with a
singular focus on risk governance, meaning standards, processes, procedures, how you
understand and provide an independent review to the corporation’s CEO, to the board ... is very
important”; “when you’re dealing with these major risks, having that independent pathway of
communication to the corporate CEO over the operating company is appropriate.”*® The CRO
and CSO will work closely together: “The mechanisms, how we think about risk, how we
quantify it, how we measure it, how do we assure there are mitigations, these are the procedures
and processes that a chief risk officer would lay out. ... The chief safety officer fundamentally is
working on mitigation strategies and prevention. ... The chief safety officer deals with helping to
identify the risks around work force and public safety and then actually executes the programs to
mitigate those.”*? Consistent with its opening testimony and that provided at the hearing,
PG&E supports the ACR’s proposals with respect to the roles of the CRO and CSO post-

emergence, with a handful of proposed changes.

CSO And Public Safety. PG&E agrees that, “[i]n addition to a focus on workplace safety,

the roles and responsibilities of the CSO should also incorporate public safety as relevant in each

component.”*6°

Direct Line Of Reporting From Regional Lead Safety Personnel To CSO. PG&E

supports the recommendation that the CSO have a direct line of reporting from lead safety

personnel and regular contact with employees and contractors in the field within each region of

reporting to the CEO will solely be focused. His entire focus will be as chief risk officer, so it’s a single-
focused position.”).

47 See, e.g., PG&E-01 at 5-7 (opening testimony of Mr. Vesey); Feb. 26, 2020 Tr. at 347:4-18 (cross-
examination testimony of Mr. Vesey).

438 Feb. 26, 2020 Tr. at 338:23 — 340:18, 347:4-18 (cross-examination testimony of Mr. Vesey).

439 Feb. 26, 2020 Tr. at 349:5 — 350:9 (cross-examination testimony of Mr. Vesey).

0 ACR § 1, App’x A at 3.
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PG&E’s service territory in its anticipated regionalization plan.*! PG&E wishes to clarify that
each anticipated region’s lead safety personnel, while generically referred to as a “safety
officer,” would not be an executive level position, but rather would be equivalent to a director or
senior director level position.

PG&E likewise supports the CRO having regular contact with employees and contractors
in the field within each region of PG&E’s service territory. To the extent the ACR proposes that
the lead safety personnel in each region have a direct line of reporting to both the CSO and the
CRO, PG&E believes that such dual reporting lines would be ineffective, confusing, and not a
sound practice. Risk evaluation is better approached from an enterprise and line of business
perspective than via localized regions. The safety efforts to address those risks, on the other
hand, can logically involve regional leadership.

Thus, in lieu of a direct reporting line, PG&E proposes instead that the CRO maintain
regular contact with the lead safety personnel in each region. This regular contact could be
supplemented by a standing committee between the Chair of the Utility SNO Committee, the
CEO of the Utility and the CEO of the Corporation, and the CSO and CRO to ensure alignment
and communication.

Quarterly CPUC Meetings With CRO. PG&E welcomes the opportunity for the CRO to

“appear before the Commission or meet with Commission staff at least quarterly.”*6?

Semiannual Performance Reports By CSO. PG&E supports having the CSO “provide

semi-annual performance reports to the Commission staff on metrics relating to public safety.”%3

PG&E agrees that these performance reports would appropriately relate to Safety and

461 [d.
2 ACR § 1, App’x A at 3.
43 ACR § 1, App’x A at 3.
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Operational Metrics relating to public safety, and include, where metrics are not met, mitigation

plans approved by the CSO and an Independent Safety Advisor.*%*

Appointments Of CRO And CSO. PG&E agrees that the initial CRO and CSO will be in

place no later than the Effective Date.*®> The initial CSO has already been appointed and started
effective March 9, 2020, such that the proposed consultation or approval process with the State
and CPUC staff in the ACR is inapplicable. The selection of the CSO was the result of “a
worldwide search,” and garnered an individual from outside the industry with “a whole new
perspective and new mandate and charge,” and the ability “to rethink the way we approach not
only workforce safety, but public safety, as well.”#%

With respect to the initial CRO, PG&E opposes a public process to review candidates,
and likewise PG&E opposes making the appointment subject to approval by the Commission
staff. Through the regular meetings and reporting, the Commission will be in a position to assess
the performance of PG&E’s senior leaders, including its CRO and CSO. If such senior leaders
lose the confidence of the Commission, PG&E will hold those leaders accountable. Maintaining
clear roles between the Utility, as operator, and the Commission, as regulator, promotes
organizational learning and accountability. PG&E supports having any subsequent replacement
of the CSO or CRO be approved by a majority of the members of the SNO Committees.*¢’
PG&E would, however, ensure that the initial CRO is acceptable to the Governor’s Office.
PG&E further commits that any individual appointed to the position of CRO after the initial

appointment shall be approved by a majority of the members of the SNO Committees (or, if the

Commission decides that a safety subcommittee of the Executive Committee should be convened

44 See infira Part IV.B.2.c.ii (Proposal for Safety and Operational Metrics).
45 ACR § 1, App’x A at 3.

466 Feb. 27, 2020 Tr. at 445 (cross-examination testimony of Mr. Vesey).
T ACR § 1, App’x A at 3.
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and undertake that role, by a majority of the members of that subcommittee). PG&E accepts the
ACR’s proposal that the CRO and CSO positions “remain in place unless the Commission
9468

determines they are no longer necessary based on safety and operational history.

(b) Regional Restructuring Will Improve The Customer
Experience. (ACR § 6)

As discussed in Mr. Vesey’s opening testimony, a shift to regionalized operations will
bring operational management closer to PG&E’s customers, improve responsiveness, and
improve the level of informed, localized service for customers.*®® PG&E embraces many of the
ACR’s proposals with respect to the mechanics of implementing the regionalization concept, and
provides additional comment relating to this topic below.

Application For Regional Restructuring Plan. PG&E supports the creation of “local

operating regions to bring management closer to the customers they serve.”*’" The ACR has
proposed that PG&E file an application seeking approval of a proposed regional restructuring
plan by June 30, 2020, a timeline which PG&E believes it can meet with respect to defining the
proposed regions, governance structure, and division of responsibilities between localized
operations and centralized operations.

Consistent with the ACR’s recommendations that PG&E take interim steps towards
regionalization while its application remains pending, PG&E intends to appoint region-specific
officers and personnel.

However, in light of the wildfire season, “between June and the end of November

[PG&E] would be hesitant to be doing anything that could be disruptive to the organization.”*"!

468 Id.

49 PG&E-01 at 5-35 — 5-36 (opening testimony of Mr. Vesey).
Y70 ACR § 6, App’x A at 7.

471 Feb. 27, 2020 Tr. at 504:3-6 (re-cross-examination testimony of Mr. Vesey).
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Accordingly, PG&E anticipates that it will begin the process of implementing interim steps
towards regionalization in Q1 2021. During cross-examination, counsel for CLECA pursued
lines of questioning suggesting that PG&E should seek additional time to “develop a complete
and detailed regional restructuring plan in time for inclusion in the next General Rate Case Phase
1 filing, which is the summer of 2021.7*> PG&E anticipates that by June 2021 it will have
engaged with the Commission regarding its regionalization strategy, and have taken interim steps
towards regionalization as recommended by the ACR, including the appointment of regional
officers, which of course necessitates that PG&E will also have divided its service territory into

the regions proposed in its application.

Regional Officers And Regional Lead Safety Personnel. PG&E supports the
recommendation that, as an interim step towards regional restructuring while PG&E’s
application remains pending, PG&E appoint regional officers to manage each region proposed in
the application who are executive officer positions who report directly to the Utility CEQ.*7
PG&E also supports each region having a lead safety personnel, and making that appointment as
an interim step while the application remains pending; as discussed, this position may generically
be referred to as a “safety officer,” but would be a director or senior director level position and
not an executive level officer.*’* The lead safety personnel from all regions would report to the
CSO. As discussed above, in light of the 2020 wildfire season starting just as PG&E will be
filing its application, PG&E anticipates that it will be in a position to implement the division of
its service territory into regions and appoint regional officers and lead safety personnel by June

2021.

472 Feb. 27, 2020 Tr. at 396-97 (cross-examination testimony of Mr. Vesey).
43 ACR § 6, App’x A at 7.

474 I d
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Regional Risk Officers. PG&E opposes the suggestion to appoint a “risk officer” (or lead

risk personnel) in each region to report to the CRO. There are already risk owners within each
line of business with subject matter expertise whom the CRO works with closely in
implementing the processes and structure for identifying risks, quantifying those risks, and
identifying mitigants. As Mr. Vesey explained, “we do have risk officers in the company.
They’re not called risk officers, but the senior vice president of electric ops is deploying financial
and human resources to ensure that the continuity of power deals with all the risks around those
assets”; “[t]he head of electric operations deals with electrical operations risks. The head of gas
deals with gas risks. That’s what they do. They program against risks.”*’> The CRO establishes
a set of procedures and processes to identify and measure risk which are consistent across the
enterprise, and will work closely with the risk owners with subject matter expertise within each
line of business. Adding an extra layer of management between the CRO and these risk owners
by appointing region-specific risk personnel will detract from the CRO’s ability to ensure
consistency across the enterprise regarding the process for evaluating risk, and at best is a

redundancy that is unnecessary in light of the CRO’s centralized function.

(c) PG&E Is Embracing Independent Oversight. (ACR §§ 2, 7)

PG&E has embraced the view of outside experts regarding improvements to its safety
culture and performance, as demonstrated by its collaboration with the Federal Monitor, work
with NorthStar Consulting Group, and adoption of an ISOC. Moreover, PG&E is committed to
maintaining an Independent Safety Advisor, akin to the ISOC, after the Federal Monitorship
ends, and developing Safety and Operational Metrics to enable the Independent Safety Advisor

and the Commission to monitor PG&E’s progress.

475 Feb. 26, 2020 Tr. at 350:11 — 352:20 (cross-examination testimony of Mr. Vesey).
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(i) PG&E Has Welcomed Outside Perspectives To Improve
Its Safety Culture And Performance.

As discussed in the opening testimony of Ms. Brownell and Mr. Vesey, PG&E has
created an ISOC, modeled on independent safety oversight committees that have been
established and used with success in the areas of nuclear power and dam operations.*’® The
ISOC is chaired by Christopher Hart, an individual with extensive administrative experience
overseeing complex, hazardous industries to ensure they operate safely, including in his past role
as Chair of the National Transportation Safety Board. The remaining ISOC members likewise
have relevant and diverse safety and operational expertise. The ISOC members’ initial field
visits, interviews, observations of meetings, and reviews of safety performance documentation in
December 2019 centered on processes and programs relating to wildfire safety.

While the ISOC’s initial focus is on wildfire safety, moving forward in 2020, the ISOC
will scale its scope of review such that every aspect of the business will have independent safety
oversight. The ISOC will prepare reports with their findings, to be disseminated to Utility leaders
and the Boards of Directors and relevant Board committees, such as the SNO.

The review by NorthStar, the independent consultant engaged by the Commission, of the
Utility’s safety culture and performance is ongoing. To date PG&E has embraced every single
recommendation set forth in the report prepared by NorthStar at the direction of the
Commission’s SED. The Utility submits quarterly reports to the SED on the status of its
implementation, including updates on the Utility’s progress in addressing observations made by

NorthStar in its March 2019 First Update Report.*”’

476 PG&E-01 at 4-25 (opening testimony of Ms. Brownell), 5-23 — 5-25 (opening testimony of Mr.
Vesey).
47 PG&E-01 at 5-25 — 5-26 (opening testimony of Mr. Vesey).
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In short, PG&E has welcomed, and indeed voluntarily invited, outside perspectives to

improve its safety culture and performance, and it anticipates continuing to do so in the future.
(ii) PG&E Supports A Post-Monitor Independent Safety
Advisor And Use Of Safety And Operational Metrics.

(ACR§§2,7)

PG&E demonstrated its embrace of independent safety oversight by proposing in its
opening testimony the institution of an Independent Safety Advisor position effective upon the
termination of the Federal Monitor. PG&E proposed that, when the Federal Monitor position was
nearing an end, it would evaluate its experience with the ISOC and at that point evaluate whether
the Independent Safety Advisor position should be an evolution from the ISOC or instead be
structured as a more external role akin to the Monitor model.*’”® As described in the opening
testimony of Mr. Vesey, the Independent Safety Advisor would be an expert who would review
PG&E’s compliance and progress with respect to operations and disaster mitigation activities,
such as reliability and hardening programs, risk analysis, public and workforce safety, vegetation
management programs, and programs to assure compliance with safety and operational metrics.
As with the current ISOC, the Independent Safety Advisor would conduct field visits, interviews,
and inspections, review documentation related to safety performance. The Independent Safety
Advisor would work with the CSO, the CRO, and PG&E’s management team to develop
recommendations to address compliance issues and enhance PG&E’s safety performance, and
would provide no less than quarterly reporting to the SNO Committees, the Commission, and the
CSO and CRO regarding its findings and status of any remedial actions to address any
deficiencies previously identified.*’”® This reporting is integral to PG&E’s proposal that it work

with the Commission to design and implement a program for regular Commission oversight of

478 PG&E-01 at 5-28 (opening testimony of Mr. Vesey).
479 [d
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PG&E’s safety and operational performance, and that PG&E submit to the Commission a set of
proposed safety and operational metrics for the Commission’s review and approval.**® In line
with its opening testimony, PG&E supports the ACR’s proposal with respect to the appointment
of an Independent Safety Advisor and the use of Safety and Operational Metrics. PG&E
recommends that the Commission define the role of the Independent Safety Advisor now, but
that it consider PG&E greater experience with the ISOC and determine whether any
modifications to that role would be appropriate when the time comes to appoint an Independent
Safety Advisor.

Appointment Of Independent Safety Advisor. PG&E supports the appointment of an

Independent Safety Advisor after the termination of the Federal Monitor, and supports having the
Independent Safety Advisor work with the CRO, CSO, and PG&E’s management team and
Board to develop recommendations to address compliance issues and enhance PG&E’s safety
performance.*®! PG&E commits that the identity of the Independent Safety Advisor would be
approved by a majority of the members of the SNO Committee (or, if the Commission decides
that a safety subcommittee of the Executive Committee should be convened and undertake that
role, by a majority of the members of that subcommittee). These commitments will be
memorialized in the Plan Supplement or other documents filed with the Bankruptcy Court.

Function Of Independent Safety Advisor. Rather than dictating, at this point, that the

Independent Safety Advisor will functionally serve in the same capacity as the Federal Monitor,
PG&E recommends that the Commission evaluate the precise function of the Independent Safety
Advisor in the future, based on PG&E’s experience with the current Federal Monitor and the

ISOC. Accordingly, PG&E suggests that the Commission authorize PG&E to file an advice

0 Id. at 5-30.
1 ACR § 2, App’x A at 3-4.
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letter four months prior to the end of the Federal Monitorship proposing the function of the

Independent Safety Advisor.

Retention Of Third-Party Advisors By Independent Safety Advisor. PG&E supports the
Independent Safety Advisor having the authority to retain third-party advisors. In addition, the
Commission should establish a process to ensure that the cost of the Independent Safety Advisor
is reasonable. PG&E recommends a process in which the Utility would annually submit to the
Commission an advice letter laying out a proposed scope of work for the Independent Safety
Advisor, and the Utility would issue a request for proposals to perform the scope of work (with
any modifications the Commission staff may direct) including a budget. The Utility would select
a winning bidder and submit its selection, and the associated budget, to the Commission through
an advice letter. The Utility’s contract with the Independent Safety Advisor would provide that
the Independent Safety Advisor shall not bill amounts in excess of the budget approved by the
Commission, and the Utility may request that the Commission authorize recovery in rates of the
costs and expenses of the Independent Safety Advisor within the approved budget.

Term For Independent Safety Advisor. While the ARC is silent on the length of time the

Independent Safety Advisor would remain in place following the termination of the Federal
Monitor, PG&E recommends that the Independent Safety Advisor would sunset after 2025
unless the Commission extends that date.

Proposal For Safety And Operational Metrics. PG&E supports having a Commission

proceeding in which PG&E would propose Safety and Operational Metrics which would be
reasonably achievable and designed to accomplish the transformational goals of the state of
California. PG&E agrees the Commission may use the approved Safety and Operational Metrics

to measure PG&E’s progress on critical safety issues.
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The purpose of the Safety and Operational Metrics is to ensure that PG&E’s performance
does not fall below the minimum acceptable state, and to initiate the Enhanced Oversight and
Enforcement Process, including corrective action plans, if it does. Given this goal, the Safety
and Operational Metrics should not be established in the same manner as other metrics that serve
different purposes. For example, executive compensation metrics are designed to incentivize
management to str